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Financial Highlights

For the years ended December 31 2005 2004 2003
(dollars in thousands, except per share data)
Total net policy revenue S 59,492 S 56,548 $ 550932
Net investment income 84,875 80,624 78,725
Net realized gains on investments 317 9,404 13,176
Equity in earnings of limited partnerships 3,540 2,116 1,296
Benefits and expenses 124,561 104,541 102,668
Income before income taxes 24,315 45,292 47,305
Net income 16,539 29,632 32,487
Net income per share 1.75 3.14 344
Return on average equity 6.3% 11.2% 13.7%
At December 31
Total investments $ 1,498,099 $ 1,466,579 $ 1,372,899
Total assets 1,776,360 1,661,440 1,629,563
Shareholders’ equity 255,970 271,528 255,563
Book value per share 27.09 28.73 27.04




Erie Family Life Insurance offers individual and
group life insurance policies through independent
agents in 10 states and the District of Columbia.
Our portfolic of products also includes fixed
individual annuities and disability income
policies. Established in 1967, Erie Family Life

is one of the affiliates of Erie Insurance Group,

A Letter to our Shareholders

Throughout Erie Family Life’s history, our relationship
with Erie Insurance Group—a Fortune 500 organization with
an 80-year track record for superior financial protection and
service—has been integral to both our financial stability and
our future growth. The nearly 2 million customers who rely
on Erie Insurance for their auto, home and business insurance
stand to gain a great deal from our life insurance and annuity
products, which were designed with them in mind.

From the birth of a child, to the purchase of a home, to
the start of a new business, to the death of a loved one—
through nearly every major life event—the independent
agents who represent Erie Insurance and Erie Family Life
Insurance are there to offer professional advice and personal
attention to their policyholders. Our most successful agents
discuss their customers’ needs in their entirety, building
trusting relationships and customers for life.

[n 2005, Erie Family Life bolstered this complementary
model by enhancing our product portfolio and making
strategic investments in technology and personnel that
will strengthen our competitive position moving forward.

Established nearly 40 years ago as a service to the
property/casualty policyholders of Erie Insurance Group, Erie
Family Life has become a well-regarded regicnal life insurer,
with nearly 309,000 policies in force and over $32 billion of
life insurance in force at the end of 2005. Total assets were
$1.8 billion at year’s end, up 6.9 percent from 2004.

In 2005, life insurance and annuity policy growth was
impacted by the focus of strengthening underwriting
profitability and ensuring a guality book of business. That
deliberate focus slowed sales of property and casualty
policies and, as a result, the cross-sales of traditional fife
insurance and annuities.

based in Erie, Pa.

After making significant improvements in property/
casualty underwriting profitability over the past few
years, ERIE took rating actions in 2005 that will enhance
the Company’s competitive position in our markets and
positively impact the ability to attract new policyholders
and retain existing policyholders in personal and
commercial lines, and as a result, for life and annuity
products as well.

In January 2006, ERIE began offering a number of
discounts for new and renewing property and casualty
policyholders. Among those pricing variables: a life multi-
policy discount, which offers customers savings on their
auto and homeowners insurance when they purchase a
qualifying Erie Family Life insurance poticy. It's an important
incentive that allows customers to protect their family
with an Erie Family Life policy, while at the same time
saving money on their auto and homeowners insurance.
Experience has shown that customers with multiple policies
are more loyal and profitable over the long-term. The life
multi-policy discount has also been warmly received by ERIE
agents, who are looking forward to even more opportunities
to expand and enhance relationships with policyholders.

Additionally, in December 2005, the Company approved
a growth strategy aligned with ERIE's Property & Casualty
operations. The strategy centers on helping our agents
capitalize on the sales opportunities within their personal
lines books of business, thereby both growing Erie Family
Life and strengthening the policyholder-agent-ERIE
relationship.




2005 results

Total net policy revenue in 2005 grew by $2.9 million,
or 5.2 percent, to $59.5 million as renewal premiums on
traditional policies increased $6.1 million, or 12.3 percent,
to $55.5 million.

Deposits from annuity and universal life products
continue to be a source of investment funds for the
Company. Deposits from these products in 2005 were
$96.7 million.

Because of the increased size of our investment
portfolio, net investment income increased $4.3 million
to $84.9 million, compared with $80.6 million in 2004.

Net income for the year, however, decreased to $16.5
million, or $1.75 per share, compared to $29.6 million, or
$3.14 per share, in 2004. The quarterly cash dividend paid
to shareholders, which has been awarded consistently for
33 years, held steady at $0.22 per share in 2005.

A number of factors contributed to the decline in
earnings. Among them:

e A decrease in realized capital gains in 2005

e An increase in amortization of deferred policy
acquisition costs

° A net charge to benefit reserves of $2.5 million from the
implementation of new valuation systems for traditional
and interest-sensitive life insurance products

e An increase in general expenses, due in large part to
professional services employed to assist in new product
development, implementation of the new valuation
systems, and improvements in our actuarial processes.

In 2005, Erie Family Life completed the conversions to
new policy valuation systems. While this change resulted in
increased operating expenses related to consulting fees and
increases in information technology costs, these necessary
upgrades will provide enhanced transparency and consistency
in our financial reporting and insight into our operations.

While intense consolidation in 2005 forced many
insurance companies to abandon their traditional life
insurance customers, Erie Family Life is committed to serving
the needs of these valuable policyholders with affordable
life insurance and annuity products, a team of exceptional
employees and an independent agency force that has our
customers’ best interests at heart.

New products, new opportunities

There's no time like the present to be in the life insurance
business, especially if you're a life insurance company with a
reputation for personal service and integrity.

More than 44 percent of American households believe
they need more life insurance and more than a quarter
expect to purchase more in the coming year, according to
the latest consumer research by LIMRA International.

At the same time, the first baby boomers are
approaching age 60, creating an unprecedented demand
for financial products like annuities, which can provide a
guaranteed lifetime income during retirement. Experts
estimate that the demographic shift, coupled with
uncertainty over Social Security and pension funds, will
drive market demand for product features that life insurers
can provide through annuities.

In August, we enhanced Erie Family Life's product
portfolio with two new products—the ERIE Flagship
Annuity™ Series and ERIE Flagship Term Plus." By involving
our agents and policyholders in developing these products,
we gained valuable insights into our customers’ needs
and wants. Through focus groups and customer research,




we're continuing to learn more about how to anticipate
and answer the needs of our current and prospective
customer base.

* The ERIE Flagship Annuity Series includes three
deferred annuities that accumulate funds for
retirement and one single premium immediate
annuity for customers who want to begin receiving
income benefits right away. The series offers more
features and benefits, including: a guaranteed
minimum interest rate of 3 percent; an interest rate
crediting method that will allow Erie Family Life to
adapt more readily to changing market conditions;
and a new enhanced single premium annuity with a
first-year bonus rate.

s With ERIE Flagship Term Plus, agents now have a
wider choice of term life insurance plans to offer their
customers, all with a fully guaranteed rate. The new
20- and 30-year plans offer guaranteed rates for the
entire level term period, with coverage renewable
until age 95. ERIE Flagship Term Plus complements
the popular ERIE Flagship Term 2 product, which
guaranteed rates for 10 years.

Principal executives of Erie Family
Life Insurance are: (back row from
left) Douglas F. Ziegler, Senior Vice
President, Treasurer and Chief
Investment Officer; Philip A. Garcia,
CPA, FLMI, ACS, Executive Vice
President and Chief Financial Officer;
{center row) John J. Brinling Jr.,
CPCU, Executive Vice President, Erie
Family Life Insurance; Timothy G.
NeCastro, CPA, Senior Vice President
and Controller; (front row) Jan R. Van
Gorder, Esq., Senior Executive Vice
President, Secretary and General
Counsel; Jeffrey A. Ludrof, CPCU,

AIC, CIC, LUTCF, President and

Chief Executive Officer.

The new products have been well received since their
introduction in August, generating more than $22.8 million
in deposits from ERIE Flagship annuities, including internal
replacement, through December 31, 2005. During the same
period, applications for ERIE Flagship Term Plus produced
more than $0.4 million in new annual premium.

Process improvements

In 2005, Erie Family Life, like many other insurers, applied
significant resources to strengthen internal controls over
financial reporting and implement better measures for
internal control assessment and documentation.

We were able to accomplish those objectives successfully
without interruption to the delivery of exceptional service
to our agents and policyholders. That'’s a real credit to our
team of dedicated employees, who, because of their deep
commitment, always rise to the occasion.

In September 2005, we completed the conversion to
a new traditional life product valuation system, and in
December 2005, we completed a similar conversion for
interest-sensitive products. These conversions represent
major milestones in our desire to improve our actuarial and
financial reporting process. The new systems give us greater
insight into how we are performing against our actuarial
assumptions so that we can factor our findings into the
development of more competitive pricing and products.




A mortality study of our traditional life insurance products
from 1998-2004 confirms our underwriting fundamentals are
sound. Overall mortality experience was 14 percent lower
than expected. A persistency study of all major product
groupings also shows policyholders are pleased with our
life and annuity products, as policy persistency was better
than expected.

In 2005, our expense structure was impacted as a result
of the additional one-time costs we incurred to meet our
compliance responsibilities. At the same time, operating
expenses outpaced the slowed growth in policies in force as
our agents worked diligently to strengthen ERIE's property
and casualty base. While peer group studies show that our
unit expenses remain better than comparable industry
averages, we will continue to focus on controlling costs
and improving production to maintain a competitive
cost structure.,

One such operational improvement initiated last year
was a team assembled to apply the “lean” philosophy and
practices to our processing operations. The “Lean Team”
worked with our case management group to change
the dynamics of new business processing, fostering

better communications with our agents and speeding
turnaround time from application entry through policy
mailing. So far the team has eliminated seven days
from the process. in 2006, we'll continue our attention
on honing our processing time and finding new ways
to make it easier for our agents and customers to do
business with Erie Family Life.

A legacy of service and integrity

The financial strength and stability of Erie Family Life
was reaffirmed in 2005 with the A (Excellent) rating from
the A.M. Best Company. The rating, which places us
among the top 23 percent of all life insurers rated, means
Erie Family Life is in an excellent position to meet its
ongoing obligations to policyholders.

ERIE’s Property and Casualty Group maintains the A+
(Superior) financial strength rating from A.M. Best, a
distinction that places Erie Insurance Group in the top 9
percent of all domestic property/casualty insurers and
groups of insurers rated.

As the 80th anniversary of Erie Insurance draws to a
close, we cherish our firm financial foundation and our
unwavering values as sources of strength and pride. Our
employees and agents know the work they do every day
will make a difference in someone’s life.

That knowledge is a powerful motivator for our
dedicated workforce. Together with the companies of
the Erie Insurance Group, we will contribute well beyond
what our founders imagined when they established this
company. And there’s no time like the present to begin.

fﬁ ~ a/&%
- A. Ludrof

Jeffrey
President and CEO

February 2006
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PART |
ITEM 1. BUSINESS

Erie Family Life iInsurance Company (hereinafter referred to as the “Company” or “Erie Family Life") is
incorporated in the Commonwealth of Pennsylvania and is primarily engaged in the business of
underwriting and selling nonparticipating individual and group life insurance policies and fixed
annuities.

The Company is owned 21.6% by the Erie iIndemnity Company (EIC), 53.5% by the Erie Insurance
Exchange (Exchange) and the remaining 24.9% by public shareholders, who are predominantly
directors, agents and employees of EIC. EIC is a Pennsylvania business corporation formed in 1925
to be the attorney-in-fact for the policyholders of the Exchange, a Pennsylvania-domiciled reciprocal
insurance exchange. EIC operates predominantly as a provider of sales, underwriting and policy
issuance services to the Exchange. EIC also is engaged in the property/casualty insurance business
through its wholly owned subsidiaries, Erie Insurance Company, Erie Insurance Company of New
York and Erie Insurance Property & Casualty Company. The Company, the Exchange and its
subsidiary, Flagship City Insurance Company, and EIC and its subsidiaries operate collectively under
the name “Erie Insurance Group.”

Members of the Erie Family Life Board of Directors are the same as those of EIC.
Products

The Company’s portfolio of life insurance includes permanent life, endowment and term policies,
including whole life, mortgage and decreasing term, group, and universal life insurance. In terms of
face value, new life business issued in 2005, 2004 and 2003 had a ratio of 12:1, 14:1 and 9:1,
respectively, of term insurance to whole life insurance coverage. Ordinary life insurance, which
includes term and whole life, accounted for 94.1% of net life insurance premiums in 2005 and 2004
and 93.1% in 2003. In 2005, the Company replaced its ERIE Target Term product with a new term
product, ERIE Flagship Term Plus. The new 20 and 30 year plans offer guaranteed rates for the
entire level term period, with coverage renewable until age 95. ERIE Flagship Term Plus
complements ERIE Flagship Term2, which guarantees rates for 10 years.

The Company cedes a substantial portion of its individual life insurance business under a number
of different reinsurance agreements. The purpose of reinsurance is to mitigate risk in accordance
with Company guidelines. The Company cedes to other insurance companies the portion of the
insurance coverage above desired retentions. The Company’s retention limit is $300,000 per life
for individual coverage. Coinsurance agreements on products that represent a large portion of
the Company’s inforce business are as follows:

ERIE Target Term 90% (first dollar quota share)
ERIE Flagship Term Plus 75% (first doilar quota share)
ERIE Flagship Term and ERIE Flagship Term2 50% (first dollar quota share)

All of the Company’s agreemehts are with nonaffiliated reinsurers.

Direct life insurance in-force totaled $32.5 billion, $30.1 billion and $27.1 billion at December 31,
2005, 2004 and 2003, respectively. As of December 31, 2005, 2004 and 2003, $14.5 billion, $12.5
billion and $9.8 billion, respectively, of life insurance in-force was ceded to other companies. The
Company’s most significant reinsurance relationship is with Generali USA Reassurance Company
(Generali), which reinsures a portion of the Company'’s life business. At December 31, 2005, 2004
and 2003, the amount of in-force life insurance ceded to Generali totaled approximately $7.5 billion,
$6.7 billion and $5.6 billion, respectively.

Certain elements of revenue and expense reflect the requirements of Financial Accounting Standard
3




(FAS) 97, Accounting and Reporting by Insurance Enterprises for Certain Long-Duration Contracts
and for Realized Gains and Losses from the Sale of Investments. FAS 97 prescribes a uniform
method by which life insurance companies account for certain long-term insurance contracts,
specifically annuities, universal life, and other interest-sensitive products. This method involves
separating the premium income into the “premium” portion (shown in revenue), which represents
insurance protection purchased, and the “deposit” portion, which represents funds to be held at
interest for future uses. Under this standard, the “deposit” portion of the premium received is
accounted for using methods applicable to comparable “interest bearing obligations” of other types of
financial institutions.

The Company sells only fixed annuity products. The Company’s annuity product offerings compete
with investment products including, but not limited to, common and preferred stocks, bonds, mutual
funds, money market funds and certificates of deposits. The Company’s ability to attract
policyholders depends in large part on the relative attractiveness of its products compared to
investment alternatives available. Factors such as the interest rate environment and the performance
of the stock market influence the market for fixed annuities. In 2005, the Company began offering a
new fixed annuity product — ERIE Flagship Annuity. This fixed product uses an interest rate method
that allows the Company to be responsive to changing interest rates.

The Erie Insurance Group affiliated property and casualty insurance companies periodically purchase
payout annuities from the Company in connection with the structured settiement of claims.
Considerations recorded as annuity deposits in the Company’s Statements of Financial Position from
structured settlement annuities sold to affiliated property and casualty companies of the Erie
Insurance Group totaled $14.0 million, $20.5 million and $20.9 million in 2005, 2004 and 2003,
respectively. Also included in the annuity deposits are annuity contracts purchased by the Erie
Insurance Group Retirement Plan for Employees. Due to the current interest rate environment, the
Erie Insurance Group Retirement Plan for Employees did not purchase any annuities from the
Company in 2005, 2004 or 2003.

The Company sells fixed universal insurance products. As mentioned above, a portion of the
considerations received for universal life policies are accounted for as premiums for life insurance
protection. The balance of the considerations are accounted for as deposits, which accumulate with
interest to provide the policyholder with funds for future use. The following table represents deposits
received that are not included as premiums in the Company’s Statements of Operations.

For the year ended December 31
(in thousands)

005 004 2003 2002 2001
Universal Life Deposits $ 12,229 $ 12,374 $ 13,326 $ 12,176 $ 12,238
Annuity Deposits 84,430 78,572 144,202 175,509 69,754

$ 96,659 $§ 90,946 $ 157528 $ 187685 § 81992

Marketing

The Company markets its products through independent agents in eleven jurisdictions. The 2005
statutory direct premiums and annuity considerations for those jurisdictions is made up of:
Pennsylvania (60.5%), Maryland (7.6%), Virginia (7.2%), Ohio (6.5%) and North Carolina (5.2%).



West Virginia, Indiana, Tennessee, lllinois, Wisconsin and the District of Columbia collectively
accounted for 11.3% of direct premiums and annuity considerations. The policies sold are evaluated
by the Company’s underwriting department which accepts or declines applicants for insurance.
Premium on policies which are accepted may be standard or rated, depending on the nature of the
risk.

Competition

The Company operates in a highly competitive industry which consists of numerous stock and mutual
life insurance companies. A large number of established insurance companies compete in states in
which the Company transacts business and many of these companies offer more diversified lines of
insurance coverage and have substantially greater financial resources than does the Company.
Competition is based primarily on price, service, brand recognition, product features, availability of
insurance products and the financial strength of the Company.

Insurance Liabilities

See the “Critical Accounting Estimates” section of Management's Discussion and Analysis of
Financial Condition and Results of Operations for an overview of insurance liabilities.

Government Regulation

The Company is subject to the corporate governance standards set forth in the Sarbanes-Oxley Act
of 2002 (the Act) and other changes to the federal securities laws, as well as any rules or regulations
that may be promulgated by the Securities and Exchange Commission and the Commonwealth of
Pennsylvania. Compliance with these standards, rules and regulations, that have recently been
enacted, impose additional administrative costs and burdens on the Company. The Company is
considered a non-accelerated filer by definition, and is not subject to the Section 404 requirements of
the Act until 2007.

U.S. federal and state laws and regulations require financial institutions, including insurance
companies, to protect the security and confidentiality of consumer financial information and to notify
consumers about their policies and practices relating to their collection and disclosure of consumer
information and their policies relating to protecting the security and confidentiality of that information.
Similarly, federal and state laws and regulations also govern the disclosure and security of consumer
heaith information. In particular, regulations promulgated by the U.S. Department of Health and
Human Services regulate the disclosure and use of protected health information by health insurers
and others, the physical and procedural safeguards employed to protect the security of that
information, and the electronic transmission of such information. Congress and state legislatures are
expected to consider additional legislation relating to privacy and other aspects of consumer
information.

The Company is also subject to supervision and regulation by the insurance departments of the
states in which it does business. Although the extent of the regulation varies from state to state,
generally the supervisory agencies are vested with broad regulatory powers relating to the
granting and revocation of licenses to transact business, regulation of trade practices, licensing of
agents, approval of policy forms, deposits of securities as for the benefits of policy owners, and
investments and maintenance of specified reserves and capital, all designed primarily for the
protection of policy owners. In accordance with the rules of the National Association of Insurance
Commissioners (NAIC), the Company is examined periodically by one or more of the state
supervisory agencies. The last completed examination of the Company was conducted by the
Pennsylvania Insurance Department and covered the five years ended December 31, 2000. The
Pennsylvania Insurance Department has begun its examination of the Company for the five year
period ended December 31, 2005.




The Commonwealth of Pennsylvania follows the statutory accounting practices minimum risk-based
capital requirements on domestic insurance companies that were developed by the NAIC. Companies
below specific trigger points or ratios are classified within certain levels, each of which requires
specified corrective action. The formulas for determining the amount of risk-based capital specify
various weighting factors that are applied to financial balances or various levels of activity based on
the perceived degree of risk. These formulas determine a ratio of the Company’s regulatory total
adjusted capital to its authorized control level risk-based capital, as defined by the NAIC.

The NAIC levels and ratios are as follows:

Ratio of Total Adjusted Capital to

NAIC Required Authorized Control Level Risk-Based
Regulatory Event Capital (Less Than or Equal to)
Company action level 2.0 (or 2.5 with negative trends)
Regulatory action level 1.5

Authorized control level 1.0

Mandatory control level 0.7

Erie Family Life has regulatory total adjusted capital of almost $153.2 million and a ratio of total
adjusted capital to authorized control level risk-based capital of aimost 8:1 at December 31, 2005.
The Company’s ratios significantly exceed the minimum NAIC risk-based capital requirements.

Emplovees

Services of 148 full-time employees are provided through EIC. Six of the employees are officers.
Employee expenses along with other operating expenses are paid by EIC and reimbursed by the
Company on a monthly basis. None of the employees are covered by collective bargaining
agreements and the Company believes its employee relations are good.

Website Access to Company Reports

The Company's annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K, and all amendments to those reports are available free of charge on the Company's
website at http://www.erieinsurance.com as soon as reasonably practicable after such material is
electronically filed with or furnished to the Securities and Exchange Commission. The Company’s
Code of Conduct is available on the Company’s website and in printed form, free of charge, upon
written request.

Also copies of the Company's annual report will be made available, free of charge, upon written
request.




ITEM 1A. RISK FACTORS

The Company’s business involves various risks and uncertainties, including, but not limited to
those discussed in this section. This information should be considered carefully together with the
other information contained in this report including the financial statements and the related notes.
If any of the following events described in the risk factors below actually occur, the Company’s
business, financial condition and results of operations could be adversely affected.

The Company operates in a mature, highly competitive industry where enterprise size is important,
which could limit its ability to grow and maintain profitable operations.

The life insurance industry is a mature industry. In recent years, the industry has experienced
moderate growth in life insurance sales, though the aging population has increased the demand for
retirement savings products. The insurance industry is also highly competitive. Competition could
result in, among other things, lower sales and/or profits or higher lapse rates. The Company’s
competitors include other insurers and, because some of the Company’s products include a savings
or investment component, securities firms, investment advisers, mutual funds, banks and other
financial institutions. Many of the Company’s competitors that market similar insurance products have
well-established national reputations and greater financial resources.

The insurance industry is consolidating, with larger, potentially more efficient organizations emerging.
Additionally, commercial banks, insurance companies, and investment banks may consolidate. The
ability of banks to affiliate with insurers may have a material adverse effect on all of the Company’s
product lines by substantially increasing the number, size and financial strength of potential
competitors.

The Company's ability to compete is dependent upon, among other things, the ability:

e to recruit, retain and incent independent agents to market its insurance and investment
products

¢ to develop competitive and profitable products
e to maintain low unit costs
¢ to maintain strong ratings from rating agencies

Because of the competitive nature of the life insurance industry there can be no assurance that the
Company will continue to effectively compete with industry rivals, or that competitive pressure will not
have a material adverse effect on the Company’s business, operating results or financial condition.

A downgrade in the Company’s financial strength ratings could adversely affect its ability to
compete.

Financial strength ratings are important factors in establishing the competitive position of insurance
companies and generally have an effect on an insurance company's business. On an ongoing basis,
rating agencies review the financial performance and condition of insurers and could downgrade or
change the outlook on an insurer's ratings for various reasons, including those that that may not be
under the insurer's control. The financial strength ratings of the Company are A, Api and B from A.M.
Best, Standard & Poor's and Weiss Ratings, Inc., respectively. Because these ratings are subject to
continuous review, the retention of these ratings cannot be assured. A downgrade in any of these
ratings could have a material adverse effect on the Company’s sales, competitiveness, and the
marketability of product offerings impacting the Company’s liquidity, operating results and financial
condition.




The Company’s profitability may be negatively affected should actual experience differ from
actuarial assumptions and estimates.

In the conduct of business, the Company makes certain assumptions and estimates regarding
mortality, persistency, investment returns and operating costs and expenses of the products sold.
These assumptions and estimates are used in product pricing and to estimate the amounts of
deferred policy acquisition costs (DAC), reinsurance reserve credits, policy liabilities and accruals and
other components of the Company’s financial statements (See discussion on DAC in the “Critical
Accounting Estimates” section of Management’s Discussion and Analysis).

Assumptions and estimates involve judgment regarding future events, and are subject to changes
and revision over time. In addition, the calculations the Company uses to estimate various
components of its financial statements are necessarily complex and involve analyzing and interpreting
large quantities of data. The Company currently employs various techniques for such calculations and
from time to time will develop and implement more sophisticated administrative systems and
procedures capable of facilitating the calculation of more refined estimates. Accordingly, the
Company’s results may be affected, positively or negatively, from time to time, when actual results
materially differ from assumptions and estimates.

The Company’s reinsurers could default on their obligations to the Company. iIn addition, the
Company’s reinsurers could significantly alter terms of our reinsurance arrangements, including
canceling the arrangement.

The Company uses a substantial amount of reinsurance, which enables the Company to price and
sell competitive life products. Reinsurance contracts do not relieve the Company from its obligations
to policyholders. Failure of reinsurers to honor their obligations could result in losses to the
Company.

The Company’s ability to compete is dependent on the availability of reinsurance. Market conditions
beyond the Company’s control determine the availability and cost of the reinsurance it purchases.
Premium rates charged by the Company are based, in part, on the assumption that reinsurance will
be available at a certain cost. No assurances can be made that reinsurance will remain continuously
available to the Company to the same extent and on the same terms and rates as are currently
available. Therefore, if the cost of reinsurance were to increase or if reinsurance were to become
unavailable, the Company could be adversely affected.

Reinsurance agreements require reinsurers to notify the Company at least 90 days prior to any
change in terms or termination of coverage with respect to new business. For existing business,
treaties typically guarantee rates and allowances for periods that match the Company’s premium rate
guarantee period.

In recent years, the number of life reinsurers has decreased as the reinsurance industry has
consolidated. The decreased number of participants in the life reinsurance market results in increased
concentration risk for insurers, including the Company. In addition, some reinsurers have indicated an
unwillingness to continue to reinsure new sales of long-term guarantee products. If the reinsurance
market further contracts, the Company’s ability to continue to offer its products on terms as favorable
to the Company may be adversely impacted.

Because the Company is subject to market risk, primarily as a result of interest rate and credit risk
inherent in the fixed maturity portfolio, changes in interest rates and declines in credit quality may
have adverse effects on the financial results and condition of the Company.

Because the Company has a large investment portfolio, it is subject to market risk, the risk that the
Company will incur losses due to adverse changes in market prices primarily arising from the interest
rate and credit risk on the Company’s fixed maturity portfolio. The Company's primary market risk
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exposure is to changes in interest rates. For additional information on market risk, see the "Market
Risk" section of Management'’s Discussion and Analysis.

A decline in market interest rates could have an adverse effect on the Company’s investmentincome
as cash invested in new securities may yield less than the portfolio's average rate. In a declining
interest rate environment, borrowers may prepay or redeem securities held by the Company more
quickly than expected as they seek to refinance at lower rates. A decline could also cause the
purchase of longer-term securities in order to obtain adequate investment yields resulting in a
duration gap when compared to the duration of policy liabilities. An increase in market interest rates
could have an adverse effect on the value of the Company’s investment portfolio, for example, by
decreasing the fair values of the fixed income securities that comprise a substantial majority of the
Company’s investment portfolio. Increases in interest rates also may lead to an increase in policy
loans, surrenders and withdrawals that generally would be funded at a time when fair values of fixed
income securities are lower. A decline in the quality of the Company’s investment portfolio as a result
of adverse economic conditions could cause additional realized losses on securities.

The Company’s portfolios of fixed maturity securities, nonredeemable preferred stock, mortgage
loans and, to a lesser extent, short-term investments are subject to credit risk. This risk is defined as
the potential loss in market value resulting from adverse changes in the borrower’s ability to repay the
debt. The Company manages this risk by performing underwriting analysis prior to purchase and
ongoing reviews of credit quality by position and for the fixed maturity portfolio in total. The Company
does not currently hedge interest rate and credit risk inherent in its fixed maturity investments.

Interest-rate fluctuations could negatively affect sales and profitability of spread based
products.

The Company’s ability to manage its investment margin for interest sensitive products is dependent
upon maintaining profitable spreads between investment yields and credited interest rates. As interest
rates decrease, proceeds from investments that have matured, prepaid or been sold may be
reinvested at lower yields, reducing investment spread. Lowering credited interest rates on the
Company’s products to maintain the interest spread is not always possible due to contractually
guaranteed minimum credited interest rates. Decreases in the credited interest rates offered on
products could make those products less attractive, leading to lower sales and/or changes in the level
of surrenders and withdrawals.

Increases in market interest rates can also have negative effects, for example by increasing the
attractiveness of other investments, which can lead to higher surrenders at a time when the
Company’s investment asset values are lower as a result of the increase in interest rates. For certain
products, principally fixed annuity and interest-sensitive life products, the earned rate on assets could
lag behind market yields. The Company may react to market conditions by increasing crediting rates,
which could narrow spreads. Unanticipated surrenders could result in higher DAC amortization or
affect the recoverability of BAC and thereby increase expenses and reduce profitability.

The Company could be forced to sell investments at a loss to cover policyholder withdrawals and
surrenders, primarily from the Company’s annuity and universal life products.

Many of the products offered by the Company allow policyholders to withdraw their funds subject to
certain policy restrictions. The Company manages its liabilities and configures its investment portfolio
so as to provide and maintain sufficient liquidity to support anticipated withdrawal demands and
contract benefits and maturities. While the Company owns a significant amount of liquid assets,
significant amounts of unanticipated withdrawals or surrender activity could severely reduce these
liquid assets and the Company could be forced to liquidate them on unfavorable terms. If the
Company is forced to dispose of assets on unfavorable terms, it would have a material adverse effect
on the Company’s operating results and financial condition.
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Changes in estimates of profitability on interest-sensitive products may have an adverse effect on
results through increased amortization of DAC.

DAC related to interest-sensitive life and annuity products is amortized in proportion to estimated
gross profits (EGP) over the estimated lives of the contracts. Assumptions underlying EGP, including
those relating to margins from mortality, investment margin, contract administration, surrender and
other contract charges, are updated from time to time in order to reflect actual and expected
experience and its potential effect on the valuation of DAC. Updates to these assumptions could
result in DAC unlocking, which in turn could adversely affect the Company’s operating results and
financial condition.

The Company’s ability to maintain low unit costs is dependent upon the level of new sales and
persistency of existing business.

A decrease in sales or persistency (continuation or renewal of existing business) without a
corresponding reduction in expenses may result in higher unit costs. Additionally, a decrease in
persistency may result in higher or more rapid amortization of deferred policy acquisition costs and
thus higher unit costs, and lower reported earnings. Although many of the Company’s products
incorporate surrender charge provisions, the charges decrease over time and may not be sufficient to
cover the unamortized deferred policy acquisition costs with respect to the insurance policy or annuity
contract being surrendered.

If the Erie Insurance Group (Group) is unable to keep pace with the rapidly developing
technological advancements in the insurance industry or to replace its legacy policy administration
systems, the ability of the Group to compete effectively could be impaired.

Technological development is necessary to reduce the cost of operating the Company and the Group
and to facilitate agents and policyholder ability to do business with the Group. If the Group is unable
to keep pace with advancements being made in technology, its ability to compete with other
insurance companies who have advanced technological capabilities will be negatively affected.
Further, if the Group is unable to update or replace its legacy policy administration systems as they
become obsolete or as emerging technology renders them competitively inefficient, the Groups
competitive position would be adversely affected.

Insurance companies are highly regulated and subject to numerous legal restrictions and
regulations.

The Company is subject to extensive governmental laws and regulations in each of the states in
which it conducts business. These laws and regulations are complex and subject to change. Such
regulation is vested in state agencies having broad administrative power dealing with many aspects of
the Company’s business, which may include, among other things, credited interest rates, marketing
practices, advertising, privacy, policy forms, reinsurance reserve requirements and capital adequacy,
and is concerned primarily with the protection of policyholders rather than shareholders. The
Company cannot predict whether or when regulatory actions may be taken that could adversely affect
its operations. In addition, the interpretations of regulations by regulators may change and statutes
may be enacted with retroactive impact.

Other types of regulation that could affect the Company include insurance company investment laws
and regulations, state statutory accounting practices, minimum solvency requirements, Securities and
Exchange Commission regulations, federal privacy laws, federal money laundering and anti-terrorism
laws. The Company cannot predict what form any future changes in these or other areas of regulation
affecting the insurance industry might take or what effect, if any, such proposals might have on the
Company if enacted into law.
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Changes to tax law or interpretations of existing tax law could adversely affect the Company and its
ability to compete with non-insurance products or reduce the demand for certain insurance
products. '

Under current federal income tax law, income tax payable by policyholders on investment earnings is
deferred during the accumulation period of certain life insurance and annuity products. This favorable
tax treatment may give certain of the Company’s products a competitive advantage over other non-
insurance products. To the extent that the tax law is revised to reduce the tax-deferred status of life
insurance and annuity products, or to increase the tax-deferred status of competing products, all life
insurance companies, including the Company, would be adversely affected with respect to their ability
to sell such products, and, depending upon grandfathering provisions, would be affected by the
surrenders of existing annuity contracts and life insurance policies. Recent changes in tax law, which
have reduced the federal income tax rates on corporate dividends in certain circumstances, could
make the tax advantages of investing in certain life insurance or annuity products less attractive. In
addition, life insurance products are often used to fund estate tax obligations. Legislation has been
enacted that would, over time, reduce and eventually eliminate the estate tax. If the estate tax is
significantly reduced or eliminated, the demand for certain life insurance products could be adversely
affected. Additionally, the Company is subject to the federal corporation income tax. The Company
cannot predict what changes to tax law or interpretations of existing tax law could adversely affect the
Company.

Insurance companies are frequently named as defendants of or are the possible targets of lawsuits,
including class action litigation, which could result in substantial judgments or verdicts.

A number of civil jury verdicts have been returned against insurers involving sales practices, alleged
agent misconduct, failure to properly supervise representatives, relationships with agents or other
persons with whom the insurer does business, and other matters. Increasingly, lawsuits could result
in the award of substantial judgments or verdicts, including large awards of punitive damages. In
some states, the fact finder has substantial discretion to award punitive and/or compensatory
damages, which creates the potential for unpredictable material adverse judgments or verdicts in any
given lawsuit or arbitration. In addition, companies have made material settlement payments to
resolve class action or other lawsuits.

In the ordinary course of business, the Company, like other insurance companies, is involved in
lawsuits and arbitration. Although the Company cannot predict the outcome of any such lawsuit or
arbitration, the Company may have an adverse impact on its financial condition or resuits of
operations.

The Company’s ability to pay dividends is limited.

The Company’s ability to pay dividends on its common stock is limited by regulatory restrictions and
by the need to maintain superior financial strength ratings from independent rating agencies. The
amount of dividends the Company can pay to its shareholders without the prior approval of the
Pennsylvania Insurance Commissioner is limited by statute to the greater of:

* 10% of its statutory surplus as regards policyholders as shown on its last annual statement on
file with the commissioner, or

+ the net income as reported for the period covered by such annual statement, but shall not
include pro rata distribution of any class of the insurer's own securities.

No assurance can be given that more stringent restrictions will not be adopted from time to time by
the Pennsylvania Insurance Commissioner, which could have the effect, under certain circumstances,
of significantly reducing dividends available for distribution to shareholders.
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The Company is exposed to the risks of natural disasters, malicious and terrorist acts that could
adversely affect the Company’s operations.

While the Company has obtained reinsurance, implemented risk management and contingency
plans, and taken preventive measures and other precautions, no predictions of specific scenarios
can be made nor can assurance be given that there are not scenarios that could have an adverse
effect on the Company. A natural disaster or an outbreak of an easily communicable disease
could adversely affect the mortality experience of the Company or its reinsurers.

“Safe Harbor” Statement Under the Private Securities Litigation Reform Act of 1995: Certain forward-
looking statements contained herein involve risks and uncertainties. These statements include certain
discussions relating to underwriting, premium and investment income volume, business strategies,
profitability and business relationships and the Company’s other business activities during 2005 and
beyond. In some cases, you can identify forward-looking statements by terms such as "may,"” "will,"
"should,” "could,” "would," "expect," "plan," "intend," "anticipate," "believe," “contemplate,” "estimate,"
"project,” "predict," "potential” and similar expressions. These forward-looking statements reflect the
Company’s current views about future events, are based on assumptions and are subject to known and
unknown risks and uncertainties that may cause results to differ materially from those anticipated in those
statements. Many of the factors that will determine future events or achievements are beyond our ability to
control or predict.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES

The Company owns real property for investment purposes as provided in Schedule | “Summary of
Investments Other Than Investments in Related Parties.” This investment property, located in Bethlehem,
Pennsylvania, is leased to EIC and a nonaffiliated business. Total rental income on this property for 2005
was $0.4 million. The executive and administrative offices of the Company are located in the headquarters
office of Erie Insurance Group in Erie, Pennsylvania. The Company pays other members of the Erie
Insurance Group an amount determined by an agreement for office space and for the use of facilities,
equipment and services.

ITEM 3. LEGAL PROCEEDINGS

A civil class action lawsuit was filed in April of 2003 in the Court of Common Pleas of Philadelphia County,
Pennsylvania. Erie Family Life Insurance Company (Company) is the named defendant in the lawsuit. The
Company issued a life insurance policy to the plaintiff. The class action Complaint alleges that the
Company charged and collected annual premium for the first year, but did not provide 365 days of
insurance coverage. The Complaint alleges that the policy forms and applications used by the Company
do not disclose “that a portion of the first premium will cover a period of time during which the Company
does not provide insurance coverage.”

In early 2004, the parties reached an agreement to settle this lawsuit. Under the Settlement Agreement,
the Company agreed to provide supplemental life insurance coverage to qualifying class members in an
amount equal to 4.62% of the face value of the underlying policy for a period of 180 days. On April 30,
2004, Plaintiff filed a Motion for Preliminary Approval of Settlement Agreement. After the filing of the Motion
for Preliminary Approval, Plaintiff and the Company agreed the Company would pay attorneys’ fees in an
amount up to $150,000, and to reimburse certain litigation costs and expenses in an amount up to $15,000.

The Court preliminarily reviewed the proposed settlement. As a resuit of conferences with the Court, the
parties engaged in further settlement negotiations. The parties entered into an Amended and Re-Stated
Class Action Settlement Agreement. On March 11, 2005, Plaintiff filed a Motion for Preliminary Approval of
the Amended and Re-Stated Class Action Settlement Agreement.

The Amended and Re-Stated Class Action Settlement Agreement provides qualifying class members the
option of choosing the supplemental life insurance coverage, discussed above, or a cash payment.
Qualifying class members who select the cash payment option shall receive a maximum of one cash
payment of $10.67 for each policy, irrespective of number of purchasers and/or owners of the policy. If a
qualifying class member did not submit a Cash Payment Selection Form within the timeframe set forth in
the Amended and Re-Stated Class Action Settlement Agreement, the qualifying class member
automatically received the supplemental life insurance coverage. The Company agrees to pay attorneys’
fees in an amount up to $150,000, and will reimburse administrative costs and expenses in an amount up
to $14,000. On July 27, 2005, the Court entered an Order preliminarily approving the settiement and
directing the issuance of notice to the class.

The Company issued notice to potential class members in September 2005. Any class member who
wanted to be excluded from the class had to file a written exclusion by November 18, 2005. Any class
member objecting to the proposed settlement had to file a written objection by November 18, 2005. Any
class member selecting the cash payment alternative had to complete and mail the Cash Payment
Selection Form by November 18, 2005. A Fairness Hearing was held December 12, 2005. On December
20, 2005, a Final Order Approving Class Action Settlement and Dismissing Class Action With Prejudice
was entered. The time for filing an appeal of the Final Order has not yet expired. The Company believes it
is adequately reserved for potential settlement costs arising from this case.

13



ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted for a vote to shareholders during the fourth quarter of 2005.
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PART I

ITEM 5. MARKET FOR THE REGISTRANT'S COMMON EQUITY, RELATED SHAREHOLDER
MATTERS AND ISSUER REPURCHASES OF EQUITY SECURITIES

The Company’s common stock is traded on the OTC Bulletin Board (OTCBB) under the symbol “ERIF.” The
Company had 868 shareholders of record of common stock on December 31, 2005.

The following table sets forth the cash dividends per common share and the high and low prices of the

. Company’s common stock for each quarter of 2005 and 2004.

First Second Third Fourth
Quarter Quarter Quarter Quarter

2005

High $ 33.00 § 3200 $ 31.74 $ 29.00
Low 3135 3155 2875 2750
Dividends declared $ 022% 022$ 044 $ 0.00
2004

High $ 3350 $ 36.00 $ 3500 $ 32.00
Low 2000 3100 3135  31.35
Dividends declared $ 022$ 022$ 044 $ 0.00

For restrictions on future dividend payouts, see Note 16 to the financial statements filed herein as Item
8.
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ITEM 6. SELECTED FINANCIAL DATA

Years ended December 31

2005 2004 2003 2002 2001
(amounts in thousands, except per share data)

Operating data

Total net policy revenue $ 59492 $ 56,548 $ 55932 $ 51,129 $ 46,491

Net investment and other income 89,067 83,881 80,865 71,940 63,844

Net realized gains (losses) on

investments 317 9,404 13,176 (_9,610) (19,646
Total revenues 148,876 149,833 149,973 113,459 90,689

Total benefits and expenses 124,561 104,541 102,668 97,238 85,789

Income before income taxes 24,315 45,292 47,305 16,221 4,900

Provision for federal income taxes 7,776 15,660 14,818 5,636 1,698

Net income $ 16539 § 29632 $ 32487 $ 10585 § 3,202

Net income per share $ 1.75 314 § 344 % 1.12 $ 0.34
Financial position
Total assets $1,776,360 $1,661,440 $1,629,563 $1,378,451 $1,161,846
Notes payable to affiliates 45,000 40,000 40,000 15,000 15,000
Shareholders’ equity 255,970 271,528 255,563 217,188 200,822
Book value per share 27.09 28.73 27.04 22.98 21.25
Dividends declared per share 0.88 0.88 0.84 0.84 0.78
Average number of shares outstanding 9,450 9,450 9,450 9,450 9,450
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion and analysis should be read in conjunction with the financial statements and
related notes found on pages 36-68, as they contain important information that is helpful in evaluating the
Company’s operating results and financial condition.

Overview
General

Erie Family Life Insurance Company (the Company) is a Pennsylvania life insurance company operating as
one reportable segment, offering a range of products and services. These products include nonparticipating
individual and group life insurance policies, including fixed universal life. The Company also sells fixed
individual and group annuities. The Company markets its products through independent agents throughout
10 states and the District of Columbia. The Company is owned 21.6% by Erie Indemnity Company (EIC),
53.5% by Erie Insurance Exchange (Exchange) and the remaining 24.9% by public shareholders. The
Company, EIC and the Exchange and their subsidiaries operate collectively under the name “Erie
Insurance Group.”

Financial overview

Net income decreased to $16.5 million, or $1.75 per share, in 2005, from $29.6 million, or $3.14 per share,
in 2004. Contributing to the decline in earnings for the year 2005 was (1) a decrease in realized capital
gains of more than $9 million, (2) a charge of $2.5 million relating to the implementation of the Company’s
new FAS 60 and FAS 97 valuation systems, (3) an increase in amortization of deferred policy acquisition
costs and (4) an increase in general expenses, partly offset by increases in policy revenues and investment
earnings.

During 2004, the Company identified a weakness in its internal control over the information systems and
processes used to determine actuarially-determined financial statement amounts. The Company undertook
a series of initiatives during 2005 to correct this material weakness, including the implementation of
improved technologies. As a result, the Company recorded several accounting adjustments related to the
remediation of these systems and processes that were determined to be changes in accounting estimates
or corrections of errors. The following is a summary of the corrections and changes in estimates made in
2005:

Changes in Corrections
Estimates of Errors Total

(dollars in thousands, except per share data)

Valuation system conversion (FAS 60)

DAC amortization (% 1,050) $ 0 (9% 1,050)

Future life policy benefits ( 2,523) 0 2,523)
Valuation system conversion (FAS 97)

DAC amortization ( 948) 1,978 1,030
Net impact from valuation system .

conversions ( 4,521) 1,978 ( 2,543)

Reinsurance reserve credits 0 ( . 677 ) ( 677)
Limited partnerships 0 206 206
Total (decrease) increase in pre-tax income ($ 4521) $ 1,507 (% 3,014)
Net (loss) income per share ($ 048) § 016 ($ 0.32)




These adjustments are described more fully in the Results of Operations section below and did not
require restatement of prior year amounts.

Financial stability
The Company’s profitability depends principally on the ability to develop, price and distribute insurance

products, the ability to attract and retain deposit funds, the ability to generate investment returns and the
ability to manage expenses. Specific drivers of the Company’s profitability include:

» Developing and distributing products with competitive pricing and features;

* Pricing insurance products at a level enabling the Company to earn a margin over the cost of providing
benefits;

» Controlling expenses of acquiring policyholders and administering insurance products;
+ Mortality and morbidity experience on individual and group life insurance and annuity products;

* Persistency experience to enable the recovery of the costs of acquiring new business over the lives of
the contracts;

+ Returns on investments, including maintaining interest rate spreads over the amounts credited to deposit
funds.

In addition, external factors such as regulation, competition, interest rates, technology, taxes, market
conditions and general economic conditions affect the Company’s profitability.

Critical Accounting Estimates

The Company makes estimates and assumptions that can have a significant effect on amounts and
disclosures reported in the financial statements. The most significant estimates relate to valuation of
investments, reserves for policy liabilities and the capitalization and recoverability of deferred policy
acquisition costs. While management believes its estimates are appropriate, the ultimate amounts may
differ from the estimates provided. The methods for making these estimates are continually reviewed and
any adjustments considered necessary are reflected in current earnings.

Investment valuation

Management makes estimates concerning the valuation of all investments. Fixed maturity and preferred
stock investments are recorded at fair value under generally accepted accounting principles. Fair values
are estimated using quoted market prices where available. For securities not actively traded, fair values
are obtained from independent pricing services, from broker dealers, or from modeis that take into
consideration such factors, among others, as the credit rating of the issuer, duration of the security, yields
on comparably rated publicly-traded securities and risk-free yield curves. At December 31, 2005, the
Company’s internally-valued securities amounted to 1.4% of its total invested assets. The Company holds
no common stock securities. Changes in fair values of the fixed maturity and preferred stock investments
are recorded in other comprehensive income as unrealized gains or losses. See also Notes 3 and 4 to the
Company’s financial statements where unrealized gains and losses and information on impairments are
discussed more fully.

For every investment, a decline in fair value below cost is evaluated monthly for other-than-temporary

impairment loss. Some factors considered in evaluating whether or not a decline in fair value is other-than-

temporary include: 1) the extent and duration to which fair value is less than cost, 2) historical operating
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performance and financial condition of the issuer, 3) near term prospects of the issuer and its industry
based on analysts’ recommendations, 4) specific events that occurred affecting the issuer, including a
credit downgrade, and 5) the Company’s ability and intent to retain the investment for a period of time
sufficient to allow for a recovery in value. An investment deemed impaired is written down to its estimated
net realizable value. Impairment charges are included as a realized loss in the Statements of Operations.
See Note 2 to the Company'’s financial statements for a discussion on recently released Emerging Issues
Task Force guidance related to other-than-temporary impairments.

Insurance liabilities

Long term actuarial assumptions are required in order to estimate reserves for policy liabilities and deferred
acquisition costs (DAC) in the financial statements of the Company. These actuarial assumptions for
mortality rates, lapse rates, administrative expenses and investment returns must be made for many years
into the future and vary by product type and policy duration as well as the age, sex and underwriting class
of the insured or annuitant. Management makes these assumptions after studying past results and trends
along with applying judgments about future events.

During 2005, the Company completed a series of comprehensive studies related to factors used in
developing its insurance liabilities. These studies included (1) a mortality study, (2) a lapse study and (3)
an expense study. The mortality study covered 1998-2004 for its traditional life insurance products
accounted for under Financial Accounting Standard 60, Accounting and Reporting by Insurance Enterprises
(FAS 60 products). Actual claims from mortality were approximately 14% below expected values in the
aggregate. Results were comparable between standard and select underwriting classes, which were
approximately 15% and 11% below expected, respectively. Prior to 2005, the Company
completed simplified reviews of mortality for its universal life insurance products accounted for under
Financial Accounting Standard 97, Accounting and Reporting by Insurance Enterprises for Certain Long-
Duration Contracts and for Realized Gains and Losses from the Sale of Investments (FAS 97 products).
These reviews, while based on a small number of claims, indicated that mortality experience was within an
acceptable range of expected levels. In 2006, the Company plans to include universal life policies in a
more comprehensive mortality study, similar to that completed for traditional life policies in 2005.

The lapse study covered all of the major product groupings. Lapse rates were lower than expected for
large face term, other than annual renewable term (ART), and decreasing term plans, but were higher than
expected for ART and permanent plans. Results varied by duration of the contract and by calendar year
within the 1998-2004 period studied. For universal life and annuity products, results have been favorable,
with actual rates less than expected for most product types and policy durations.

The expense study has shown that due to a combination of decreased sales, non-recurring one-time costs,
and increases in operating expenses, unit costs increased substantially from 2003 to 2004. The Company
is attempting to lower these unit costs. Maintenance costs have increased in part due to increases in
operating expenses that outpaced growth in policies in force.

The Company's yield on new investments decreased in 2004 and increased slightly in 2005. Interest
credited to annuity policyholders has also been adjusted within contractual limits, thereby maintaining the
Company’s investment spread on the FAS 97 products. For traditional products, FAS 60 does not allow a
change of interest rate spread assumptions, which are set at issue.

FAS 60 contracts are subject to loss recognition testing. The Company periodically verifies the

adequacy of reserves as part of its loss recognition testing. There are two types of loss recognition
testing: primary (FAS 60) and shadow (FAS 115). Primary loss recognition adjustments decrease DAC
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and/or increase reserves and flow through the Statements of Operations. Shadow loss recognition
adjustments also decrease DAC and/or increase reserves but are included in “Accumulated Other
Comprehensive Income” in Shareholders’ Equity.

Considering the above factors in aggregate, the Company is satisfied that no primary loss recognition
position exists as of the balance sheet date. As a resuit of the shadow loss recognition testing
discussed above, the Company made a $3.0 million adjustment to increase its annuity liabilities at
December 31, 2005. The amount charged to “Accumulated Other Comprehensive Income” was $2.0
million, net of $1.0 million of deferred federal income tax.

Deferred policy acquisition costs (DAC) asset

The Company incurs significant costs in connection with acquiring new business, principally commissions
and policy issue and underwriting expenses. Acquisition costs, which vary with and are primarily related to
the production of new business, are deferred as an asset and amortized over a period of time. At each
balance sheet date, the Company evaluates the value of this asset in light of historical and expected
results.

The DAC related to traditional life insurance products is amortized in proportion to premiums over the
premium-paying period of related policies using assumptions consistent with those used in computing
policy liability reserves. Assumptions used for a specific era of issued policies are “locked-in;” therefore,
future amortization in subsequent years is not adjusted for changing assumptions. In any period where the
Company’s actual policy terminations are higher (lower) than anticipated policy terminations, DAC
amortization will be accelerated (decelerated) in that period.

The DAC related to universal life products and deferred annuities is amortized in relation to the actual and
expected gross profits from investment, mortality and expense margins and surrender charges of the
policies over a specified period of time. This period is 30 years for universal life and 20 years for deferred
annuities. Both historical and anticipated investment returns, including realized gains and losses, are
considered in determining the amortization of DAC. GAAP requires that changes in expected future gross
profits as well as replacing previously projected gross profits with actual gross profits for the current
accounting period on the annuity and universal life products cause the DAC amortization rate to be revised
retroactively, or “unlocked”, to the date of policy issuance. The cumulative change in DAC related to prior
periods is recognized as a component of the current period’s DAC amortization, along with DAC
amortization associated with the actual gross profits of the current period. Lower actual gross profits in a
period resulting from lower margins on investments, mortality, and/or expenses would typically resultin less
DAC amortization in that period, whereas higher actual gross profits would result in more amortization in
the period. However, if lower gross profits were expected to continue into the future, additional amortization
of the existing DAC asset may occur. See the “DAC amortization” section that follows for a discussion on
the unlocking adjustment in 2004.

The Company periodically reviews the DAC asset to determine if it continues to be recoverable. For
traditional life products, if the benefit reserves plus anticipated future premiums and interest earnings for a
line of business are less than the current estimate of future benefits and expenses (including any
unamortized DAC), a charge to income is recorded for additional DAC amortization or for increased benefit
reserves. For universal life and deferred annuities, if the current present value of future expected gross
profits is less than the unamortized DAC, a charge to income is recorded for additional DAC amortization.

New Accounting Standards

See Note 2 of the Notes to Financial Statements for a discussion of recently issued accounting
pronouncements.
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Results of Operations
Revenues
Analysis of policy revenue

The components of net policy revenue are reflected below for the years ended December 31:

2005 2004 2003
(dollars in thousands)

Direct premiums $ 83,940 $ 79,035 $ 72,947
Ceded premiums 24,448 22,487 17,015
Net premiums” $ 59492 $ 56,548 $ 55932

™ Net premiums include primarily traditional life, universal life and group life insurance premiums.
Total individual policies in force increased slightly to 308,520 at December 31, 2005, from 302,115 at
December 31, 2004. Policies in force on traditional life products increased 3.0% to 218,457 in 2005, from
212,102 in 2004. ‘

Premiums on traditional life insurance policies for the years ended December 31, were:

2005 2004 2003
(dollars in thousands)

New
Direct premiums $ 9,031 $ 9,986 $ 10,729
Ceded premiums ( 4,440 ) { 5731 ) ( 5,465 )
Net premiums $ 4,591 $ 4,255 $ 5264
Renewal
Direct premiums $ 55511 $ 49,433 $ 42,499
Ceded premiums ( 18,209 ) 15,078 ) ( 9,960 )
Net premiums $ 37,302 $ 34,355 $ 32,539
Total
Direct premiums $ 64,542 $ 59419 $ 53,228
Ceded premiums ( 22,649 ) 20,809 ) ( 15,425 )
Net premiums $ 41,893 $ 38610 $ 37,803

As noted above, direct renewal premiums account for a vast majority of the increase in direct premiums on
traditional products in 2005. In an effort to improve profitability from new product sales, the Company,
effective July 1, 2005, discontinued writing new business under its Target Term plans. In August 2005, the
Company began offering ERIE Flagship Term Plus. This new product offers fully guaranteed rates for the
entire level term period and conversion privileges until the end of the level term period or insured age 70.
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In order to price competitively and reduce claims volatility, the Company reinsures a large portion of its
traditional products. Under the reinsurance treaty for the ERIE Flagship Term Plus product, the reinsurers
assume 75% of mortality risk on policies up to $1.2 million (the Company’s retention limit is $300,000) and
assume all mortality risk above that amount. The reinsurance treaty for the ERIE Flagship Term2 product
provides that the reinsurer assumes 50% of mortality risk on policies up to $600,000 (the Company’s retention
limit is $300,000) and assumes all mortality risk above that amount. ERIE Target Term, which was
discontinued July 1, 2005, had 90% of the mortality risk ceded to reinsurers.

Ceded renewal reinsurance premiums as a percentage of direct renewal premiums were 32.9%, 30.5% and
23.4% in 2005, 2004 and 2003, respectively. During 2004, the Company recorded corrections to its ceded
reinsurance and reinsurance allowance accounts as a result of reinsurance administration and accounting
errors. Corrections recorded to its ceded reinsurance accounts in 2004 relating to years prior to 2004
increased ceded renewal premiums by $1.5 million. The 2004 renewal ceded reinsurance premiums as a
percentage of direct renewal premiums, excluding the $1.5 million adjustment, was 27.5%. These
increases are in line with the Company’s renewal business as more renewal business comes from products
that are 50% to 90% reinsured. Total reinsurance premiums ceded on the Flagship and Target Term life
insurance products alone amounted to $20.8 million, $18.1 million and $12.8 million in 2005, 2004 and
2003, respectively.

Total annuity and universal life deposits, which do not appear as revenue on the Statements of Operations,
were $96.7 million, $90.9 million, $157.5 million and $187.7 million in 2005, 2004, 2003 and 2002,
respectively. The large deposits in 2002 and 2003 were primarily from first-year and single premium
annuity deposits, excluding deposits for structured settlements and deposits for the Erie Insurance Group
Retirement Plan, which were $45.2 million, $31.8 million, $100.7 million, and $140.6 million in 2005, 2004,
2003 and 2002, respectively. The large increases in first year and single premium annuity deposits in 2002
and 2003 were a result of volatile equity market conditions and the Company’s favorable annuity interest
rates relative to alternative investments. If such deposits had continued at levels experienced in 2002 and
2003, the Company would have experienced substantial statutory capital strain and greater exposure to
interest rate risk. Changes in guaranteed and credited interest rates on annuities in 2003 were designed to
maintain the Company’s target spreads, reduce interest rate risk and moderate deposit flows to historic
levels providing a capital efficient balance between life and annuity products. Effective August 2005, the
Company began offering a new annuity product — ERIE Flagship Annuity. Because this new product uses a
“‘New Money” interest rate method and has other attractive provisions, the Company expects this product to
remain competitive in the market place.

Analysis of investment-related income

Net investment income increased $4.3 million, or 5.3%, in 2005 and $1.9 million, or 2.4%, in 2004.
Investment income on fixed maturity holdings increased $3.4 million or 4.5% in 2005 similarly, holdings in
fixed maturity securities increased $52.8 million, or $4.1%. Investment income on equity securities,
specifically nonredeemable preferred stock, increased $0.4 million, or 8.4%. Nonredeemable preferred
stock holdings increased $19.5 million or 32.6% during the same time period. The Company also received
$0.2 million in past due interest payments in 2005 on a fixed maturity holding that was previously in default.

Included in the Company’s net realized gains on investments are impairments of $2.9 million on fixed
maturity investments in 2005 and $3.4 million in 2003. There were no impairments in 2004.

The Company’s equity in earnings of limited partnerships increased to $3.5 million in 2005, from $2.1

million in 2004. Included in the 2005 limited partnership earnings are $1.3 million in unrealized gains
recognized by the Company from its investments in partnerships. Until 2005, the Company did not account
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for unrealized gains/losses from limited partnerships earnings in determining netincome but did reflect the
unrealized gains/losses in shareholders’ equity. A $0.2 million adjustment was made by the Company
during 2005 to correct its recognition of partnership unrealized gains and losses related to 2004 and prior
years. While there was an earnings impact related to this correction, there was no impact to the
Company’s total shareholders’ equity. There were no impairment charges on limited partnerships in 2004.
In 2003, the Company recognized impairment charges of $2.0 million relating to mezzanine debt
partnerships.

Benefits and expenses

Net death benefits

Net death benefits on life insurance policies increased $1.8 million, or 10.1%, to $19.3 million in 2005, and
increased $2.4 million in 2004 when compared to 2003. Death benefits reflect reinsurance recoveries of
$9.4 million, $6.2 million and $4.7 million in 2005, 2004 and 2003, respectively. As noted previously in the
“Analysis of policy revenue” section, the Company’s principal term products are substantially reinsured. As
the Company’s life insurance in force continues to grow, death benefits can be expected to increase. Net
life insurance in force has grown from $17.6 billion at December 31, 2004 to $18.0 billion at December 31,
2005. As confirmed by the Company’s most recent mortality study, management believes its underwriting
philosophy and practices are sound.

Interest expense

Interest expense incurred on deposits increased $1.0 million, or 1.9% in 2005 and $2.5 million, or 5.1%, in
2004. This increase can be attributed to the growth of annuities on deposit offset by slightly lower credited
rates on annuity deposits. The balance of annuity deposits increased 3.7% at December 31, 2005, to
slightly over $1 billion, from $984.9 million at December 31, 2004. In 2004 the annuity deposit balance
increased 5.6%, from $932.6 million at December 31, 2003. Interest was credited on annuity and universal
life deposits in 2005 and 2004 at the following rates:

Annuity Universal life

deposits deposits
January 1, 2004-July 31, 2004 3.00% —4.70% 4.25% -5.00%
August 1, 2004-August 14, 2005 3.504.70 4.25-5.00
August 15, 2005-November 13, 2005 3.50 -6.00 4.25-5.00
November 14, 2005-December 31, 2005 3.50 -6.25 4.25-5.00

Surrender and other benefits

Surrender and other benefits decreased by $1.9 million to $1.4 million in 2005 and increased by $2.0 million
in 2004. Included in surrender and other benefits in 2004 were charges related to the PEGLI pool. PEGLI
is a reinsurance pool that provides reinsurance coverage to primary insurers who insure Commonwealth of
Pennsylvania employees upon their retirement. The Company was a participant in this pool for a number of
years. Beginning July 1, 2001, the Company stopped receiving new business from the PEGLI pool. The
Company continued carrying a balance on the Statements of Financial Position for its share of the assets
and liabilities of the PEGLI pool. However, due to the Company’s inability to obtain reliable information to
verify the recoverability of the $2.0 million net asset, the Company wrote off the net asset in 2004.

DAC amortization

The amortization of deferred policy acquisition costs amounted to $8.6 million in 2005 compared to $0.8
million in 2004 and $7.5 million in 2003.
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The components of DAC amortization for the year ended December 31 are:

2005 2004 2003
(dollars in thousands)

Traditional life (FAS60) $ 5,799 $ 4,601 $ 3,823
Universal life  (FAS 97) 2416 (  6627) 1,772
Annuities (FAS 97) 410 2,839 1,882

$ 8,625 $ 813 $ 7477

As shown in the table included in the “Financial Overview” section, the valuation system conversion
impacted the DAC amortization. For the FAS 60 products, the Company’s estimate of the DAC asset
changed as a result of implementing the new valuation system, which resulted in additional DAC
amortization during the third quarter of 2005 of $1.1 million.

For the FAS 97 products, DAC amortization decreased by $1.0 million as a result of implementing the new
valuation system, resulting in an increase in pre-tax income during the fourth quarter of 2005, or $0.07 per
share after taxes. Included in the $1.0 million decrease in amortization related to FAS 97 products, is a
$2.0 million decrease in amortization on annuity products offset by a $1.0 million increase in amortization
on universal life products.

The Company regularly evaluates the appropriateness of certain assumptions related to the interest
sensitive products as provided under FAS 97 and modifies ("unlocks") assumptions as appropriate. As a
result of unlocking assumptions, the amortization of DAC decreased by $7.2 million in 2004. Approximately
$4.8 million of this amount resulted from updating universal life mortality assumptions to best estimates in
light of substantially more favorable claims expectations than originally reflected in the DAC amortization
models. Another $1.9 million resulted from increasing the interest spread assumption on universal life
policies to reflect anticipated investment earnings rates and actual crediting practices in recent years.

Future life policy benefits

The components of the increase in future life policy benefits for the years ended December 31, were:

2005 2004 2003
(dollars in thousands)
Increase in future life policy benefits \ $ 24,016 $ 15,927 $ 13,846
Reinsurance reserve credits ‘ ( 10,945) ( 8,662) ( 6,635)
Net increase in future life policy benefits $ 13,071 $ 7,265 $ 7,211

The liability for future life policy benefits is computed considering various factors such as anticipated
mortality, future investment yields, withdrawals and anticipated credit for reinsurance ceded. The increase
in future life policy benefits net of reinsurance ceded totaled $13.1 million in 2005 compared to $7.3 million
and $7.2 million in 2004 and 2003, respectively. In 2005 the Company also implemented new valuation
software to estimate insurance liability balances for its traditional life insurance products in accordance with
FAS 60. These new valuation systems also use more refined methods and calculations to estimate reserve
amounts. For FAS 60, the new valuation system calculates individual policy reserves, an improvement
over the previous system, which calculated reserves on a grouped basis. The individual reserve
calculations recognize the face amount, issue age, and premium mode of each policy resulting in improved
estimates of liability. The new system also features improved estimates for two additional components of
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Future Life Policy Benefit liabilities for limited-pay traditional life policies, specifically an unearned profit
reserve in accordance with FAS 97 and a maintenance expense reserve. The Company also used updated
mortality rates, lapse rates, interest rates, and expense factors, developed from recent experience studies
in estimating the liability for traditional life policies issued in 2005. Differences in liability estimates between
the new and old valuation systems, including changes in assumptions, resulted in a $2.5 million pretax
charge to the Company's net income, or $0.17 per share after taxes. These changes were all related to
FAS 60 products.

Also included in the 2005 net increase in future life policy benefits is a $0.7 million charge related to a
correction of an error in the determination of reinsurance reserve credits during the first quarter on
traditional life business. The prior calculation method overstated the amount of such credits for certain
policy types due to an error in determining the inventory of policies qualifying for such credits.

The 2004 future life policy benefits expense was reduced by $0.8 million as a result of corrections relating
to reinsurance administration and accounting errors. Corrections of $0.6 million recorded in 2004 pertained
to years prior to 2004.

Analysis of other expenses

Commissions

Commissions to independent agents include new and renewal commissions, production bonuses and
promotional incentives. These commission expenses are reported on the Statements of Operations net of
commissions received from reinsurers. The reported expense is also affected by the amount of commission
expenses capitalized as DAC. Commissions, which vary with and are related primarily to the production of
new business, are deferrable as DAC. Most first-year and incentive commissions and some renewal
commissions qualify for deferral as DAC.

Commission expense, net of DAC, increased $0.6 million to $1.8 million in 2005, and decreased to $1.2
million in 2004. The increase in 2005 over the 2004 totals can be attributed to an agent bonus program
established by the Company in 2004. The non-deferrable expense portion for this program increased $0.7
million in 2005 when compared to 2004. The decrease in 2005 and 2004 from the 2003 levels was partially
attributable to the decline in annuity sales and a decrease in the annuity commission rates in 2004.
Commissions and bonuses on annuity premiums, net of DAC, were $0.7 million in 2005 and 2004 and $2.4
million in 2003. In addition, the 2004 commission expense was reduced by a $0.7 million adjustment to the
reinsurance expense allowance reimbursements due to reinsurance administration system corrections
described previously.

General expenses

General expenses include wages and salaries, employee benefits, data processing expenses, occupancy
expenses and other office and general administrative expenses of the Company. General expenses
related to the acquisition and underwriting of new policies are deferrable as DAC. These expenses include
medical inspection and exam fees related to new business production and wages, salaries and employee
benefits of underwriting and new policy processing personnel. General expenses, net of DAC additions,
increased 29.1%, or $4.7 million, to $21.0 million in 2005, compared to $16.3 million in 2004 and $14.9
million in 2003. The increase in general expenses includes increases in information technology costs,
including professional costs related to the Company’s efforts to improve its actuarial systems and
processes and the development of new products. Contract labor costs related to these activities increased
by $1.8 million in 2005 versus 2004. Expenses allocated to the Company for salaries and benefits of
various members of executive management of the Erie Insurance Group also increased due to an
increased amount of effort dedicated to Company issues.
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Federal income taxes

The Company’s effective tax rate for 2005, based on information reported in its Statement of Operations,
was 32%. During the third quarter of 2005, the Company adjusted its federal income tax liability to reflect
the difference in the December 31, 2004 federal income tax expense provision and the Company’s 2004
federal income tax return filed in September 2005. This adjustment decreased the federal income tax
expense for the period by $0.7 million. The Company’'s effective tax rate for 2005, excluding this
adjustment, would have been 34.9%, compared to effective tax rates of 34.6% and 31.3% in 2004 and
2003, respectively. The Company recorded an adjustment to deferred income taxes in 2003. Deferred tax
liabilities established in previous years to reflect potential income tax exposures were determined to be
unnecessary and the amounts provided were reversed during the year. The one-time non-cash reduction
in deferred taxes of $1.3 million increased earnings by $0.14 per share in 2003.

Financial Condition
Investments

The Company’s investment strategies provide that portfolios are structured to match the features of the life
insurance and deposit products sold by the Company. Annuities and life insurance policies are long-term
products; therefore, the Company’s investment strategy takes a long-term perspective emphasizing
investment quality, diversification and superior investment returns. The Company’s investments are
managed on a total return approach that focuses on current income and capital appreciation.

At December 31, 2005, the Company’s investment in fixed maturities totaled $1.4 billion, or 92.0%, of total
investments. These resources provide the liquidity the Company requires to meet known and unforeseen
demands on its funds.

The Company’s performance of its fixed maturities and preferred stock compared to market indices is
presented below.
Two years ended
December 31, 2005
(Pre-tax annualized returns) (1)

Erie Family Life Insurance Company indices:
Fixed maturities 4.32%
Preferred stock 6.37%

Other indices: .
Lehman Brothers U.S. Aggregate 3.38%
(1) Includes investment income, realized and unrealized gains and losses.

Fixed maturities

The Company’s fixed maturities at December 31, 2005, consist of investments in bonds, redeemable
preferred stock and notes. It is the Company’s objective that the fixed maturity portfolio be of very high
quality and well-diversified within each market sector. The Company only purchases investment-grade
securities. Non-investment grade issues held by the Company are the result of downgrades of securities
previously rated investment grade. The portfolio is managed with the goal of achieving reasonable returns
while limiting exposure to risk.

The Company’s fixed maturity investments include 96.4%, or $1.3 billion, of high-quality, marketable bonds
and redeemable preferred stock, all of which were rated at investment-grade levels (above Ba1/BB+) at
December 31, 2005. The below-investment-grade category consists of $42.2 million of bonds rated
Ba1/BB+ and $6.9 million of bonds rated below Ba1/BB+. Generally, the fixed-maturity securities in the
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Company’s portfolio are rated by external rating agencies. If not externally rated, they are rated by the
Company on a basis consistent with the basis used by the rating agencies.

Management believes that having all fixed maturities classified as available-for-sale securities will allow the
Company to meet its liquidity needs and provide greater flexibility for its investment managers to respond to
changes in market conditions or strategic direction. Securities classified as available-for-sale are carried at
market value with unrealized gains and losses included in shareholders’ equity net of deferred taxes and
offsetting adjustments to DAC and life contingent payout annuities. As of December 31, 2005 and 2004, net
unrealized gains on fixed maturities amounted to $18.5 million and $44.8 million, respectively, net of
deferred taxes.

Equity securities

Equity securities at December 31, 2005, consist of nonredeemable preferred stock carried on the
Statements of Financial Position at market value. As of December 31, 2005 and 2004, nonredeemable
preferred stock held by the Company had net unrealized gains of $3.7 million and $4.5 million, respectively,
net of deferred taxes. As with the fixed maturities portfolio, the Company’s nonredeemable preferred stock
portfolio provides a source of highly predictable currentincome. These securities are diversified within each
market sector and support the investment return provided to policyholders. The nonredeemable preferred
stock consist entirely of high quality positions rated investment-grade level (above Ba1/BB+) at December
31, 2005.

Reserve liabilities

The Company’s primary commitment is its obligation to pay future policy benefits under the terms of its life
insurance and annuity contracts. To meet these future obligations, the Company establishes life insurance
reserves based upon the type of policy, the age, gender and risk class of the insured and the number of
years the policy has been in force. The Company also establishes annuity and universal life reserves based
on the amount of policyholder deposits (less applicable insurance and expense charges) plus interest
earned on those deposits. Life insurance and annuity reserves are supported primarily by the Company’s
long-term, fixed income investments as the underlying policy reserves are generally also of a long-term
nature.

Liquidity and Capital Resources

General considerations and analysis

Liquidity is a measure of the Company’s ability to secure enough cash to meet its contractual obligations
and operating needs. Generally, insurance premiums are collected prior to claims and benefit
disbursements and these funds are invested to provide necessary cash flows in future years. The
Company’s major sources of cash from operations are life insurance premiums and investment income.

Major cash outflows from operations are for benefits to policyholders, commissions to agents and salaries,
wages and operating expenses. The net positive cash flow from operations is used to fund Company
commitments and to build the investment portfolio, thereby increasing future investment returns. Net cash
provided by operating activities in 2005 was $33.1 million compared to $22.2 millicn in 2004 and $19.4
million in 2003.

Cash flow sources from investing activities includes proceeds from the sales, calls and maturities of fixed
maturity positions. These proceeds totaled $274.5 million, $223.5 million and $340.0 million in 2005, 2004
and 2003, respectively. Sales increased in 2005 due to appealing market opportunities in the fixed income
market. Maturities and calls of fixed income securities also increased in 2005.
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Annuity and universal life deposits, which do not appear as revenue on the financia! statements, are a
source of funds from financing activities. Net cash provided by annuity and universal life deposits in 2005,
2004 and 2003 were $46.7 million, $65.5 million and $143.7 million, respectively. These deposits do not
involve a mortality or morbidity risk and are accounted for using methods applicabie to comparable interest-
bearing obligations of other types of financial institutions.

Another net source of funds from financing in 2005 was the issuance of a $20 million surplus note to the
Exchange and the payoff of a $15 million surplus note to EIC. This improved the risk-based capital position
of the Company for rating agency purposes.

Interest rate fluctuations can affect the timing of cash flows associated with the insurance and annuity
liabilities as well as the value of the assets supporting these obligations. Changes in interest rates and
other market conditions can aiso expose the Company to the risk of accelerated surrenders as
policyholders and contract holders are attracted to alternative products. The Company seeks to maintain an
appropriate match between assets and liabilities to satisfy the changing cash flow requirements associated
with interest rate fluctuations. In response to interest rate changes, the Company adjusts credited interest
rates to the extent permitted by contracts.

The Company uses surrender charges to mitigate the extent, timing and profitability impact of withdrawals
of funds from annuity contracts and universal life policies.

The following table sets forth withdrawal characteristics of annuity reserves and deposit liabilities as of
December 31:
2005 2004
Amount % of Total Amount % of Total
(dollars in thousands)

Not subject to discretionary

withdrawal provisions 3 282,570 27.4% $ 280,243 28.5%
Subject to discretionary withdrawal,

with adjustment:

With market value adjustment 32,626 3.2 30,226 3.1
At contract value, less surrender
charge of 5% or more 60,970 6.0 108,567 11.0
Subtotal 376,166 36.6 419,036 42.6

Subiject to discretionary withdrawal
at contract value with surrender

charges of less than 5% 645,276 63.4 565,834 57.4
Total annuity reserves and
deposit liabilities $ 1,021,442 100.0% $ 984,870 100.0%

The Company’s liquidity position remains strong as investments and cash and cash equivalents increased
by $27.7 million during 2005 to $1.5 billion at December 31, 2005. As an added measure of liquidity, the
Company has arranged for a $10 million line of credit with a commercial bank. The Company may use
extensions of credit from the bank to fund working capital needs of the Company and for other general
corporate purposes. There were no borrowings under this credit line in 2005, 2004 or 2003. Management
believes its cash flow from operations and its liquid assets and marketable securities will enable the
Company to meet foreseeable cash requirements. The continued adequacy of the liquidity depends upon
factors including future securities' market conditions, changes in interest rate levels and policyholder
perceptions of the Company’s strength, which could lead to reduced cash inflows or increased cash
outflows.
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Contractual obligations

The following table presents the Company’s gross contractual cash flow commitments on surplus notes,
limited partnerships and policyholder obligations.

Payments Due By Period
(dollars in thousands)

Less than 1-3 3-5
Total 1 year years years Thereafter
Fixed obligations:
Limited partnership commitments 3 22510 $ 6,093 § 13,987 § 2,430 § 0
Principal and interest on surplus
notes 91,815 2,927 8,781 8,781 71,326
Fixed contractual obligations 114,325 9,020 22,768 11,211 71,326
Gross long-term liabilities (1) 4,275,568 139,880 309,510 351,661 3,474,517
Gross contractual obligations (2) $ 4389893 § 148900 $ 332278 $§ 362,872 $ 3,545,843

(1) Contractual obligations on gross long-term liabilities represent estimated benefit payments from insurance
policies and annuity contracts including claims currently payable. Actual obligations in any single year will vary
based on actual mortality, morbidity, lapse, and withdrawal experience. The sum of these obligations exceeds
the liability on the balance sheet of $1,352,653 due to expected future premiums, deposits and investment
income that, along with invested assets backing the liabilities, will be used to fund these obligations.

(2) Gross contractual obligations net of estimated reinsurance recoverables’are as follows:

Payments Due By Period
(dollars in thousands)

Less than 1-3 3-5
Total 1 year years years Thereafter
Gross contractual obligations $ 4389893 $ 148,900 $ 332,278 $ 362,872 $ 3,545,843
Estimated reinsurance recoverables (a) 247,907 11,636 19,128 20,556 196,587
Net contractual obligations $ 4141986 $ 137,264 § 313,150 $ 342316 § 3,349,256

(a) Includes estimated amounts recoverable from reinsurers on long-term liabilities that are subject to
the credit worthiness of the reinsurer.

Off-balance sheet arrangements

The Company does not have any off-balance sheet arrangements nor does the Company have
relationships with any special purpose entities.

Requlatory considerations

The Commonwealth of Pennsylvania follows the statutory accounting practices related to minimum Risk-
Based Capital (RBC) requirements for domestic insurance companies that were developed by the NAIC.
The NAIC standard set for measuring RBC is a method of caiculating the minimum amount of capital
appropriate for an insurance company to support its overall business operations in consideration of its size
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and risk profile. The RBC formula is used by the state insurance regulators as an early warning tool to
identify, for the purpose of initiating regulatory action, insurance companies that potentially are inadequately
capitalized. In addition, the formula defines minimum capital standards that will supplement the current
system of low fixed minimum capital and surplus requirements on a state-by-state basis. At December 31,
2005, the Company substantially exceeded the minimum RBC levels that require regulatory action.

Significant Transactions with Related Parties

The Company, EIC and the Exchange share common facilities and services. The costs of such common
services are allocated to the Company based upon the Company’s usage. Additionally, EIC is the common
paymaster for administrative expenses of the Erie Insurance Group. The Company reimburses EIC for
these expenses, including salary and benefit costs. Operating expenses of the Company paid by EIC are
reimbursed on a monthly basis. The amount of these reimbursements totaled $30.7 million, $26.1 million
and $23.6 million for 2005, 2004 and 2003, respectively. No interest is charged or received on these
intercompany balances due to the timely settlement terms and nature of the items.

Employees performing services for the Company participate in the pension and other employee benefit
plans sponsored by EIC. Pension benefits are based on years of service and salary. Pension costs are
funded by EIC in amounts sufficient to at least meet ERISA minimum funding requirements. The Company
reimburses EIC on a monthly basis for its share of pension costs. The Company, through EIC, also
participates in certain deferred compensation and supplemental pension plans for certain executive and
senior officers. The amounts recorded by the Company for the deferred compensation and supplemental
pension plan are reimbursed to EIC as costs are incurred under these plans. Amounts allocated to the
Company from EIC for these pension and other employee benefit plans, and included in the total
reimbursements noted above, totaled $2.0 million, $1.7 million and $1.3 million for 2005, 2004 and 2003,
respectively.

In 2004 the Company established an agent bonus program. The bonus is calculated based on various factors
including levels of life commissions paid to an agency and an agency’'s property/casualty insurance
production levels. The bonuses are paid to the agents by EIC. The Company in turn reimburses EIC. Cash
payments to EIC relating to these bonuses totaled $2.0 million in 2005, which related to bonuses earned and
incurred by the Company in 2004. There were no payments relating to this bonus program made to EIC in
2004.

The Erie Insurance Group affiliated property/casualty insurance companies periodically purchase annuities
from the Company in connection with the structured settlement of claims. The reserves held for structured
settlement annuities sold to the affiliated property/casualty insurance companies totaled $216.1 million and
$213.7 million at December 31, 2005 and 2004, respectively.

The Erie Insurance Group Retirement Plan for employees purchases from the Company individual
annuities for some terminated vested employees or beneficiaries receiving benefits. These are
nonparticipating annuity contracts under which the Company has unconditionally contracted to provide
specified benefits to beneficiaries in return for a fixed premium from the plan. Annuity deposit balances
outstanding relating to pension annuities sold to the Erie Insurance Group Retirement Plan are $41.2
million and $43.0 million at December 31, 2005 and 2004, respectively.

The Erie Insurance Group 401(k) plan for employees includes an investment option in a Company group
annuity. Annuity deposit balances outstanding relating to 401(k) annuities sold to employees are $32.6
million and $30.2 million at December 31, 2005 and 2004, respectively.

On December 30, 2005, the Company retired a $15 miilion surplus note due to EIC. Interest paid on this

note totaled $1.0 million in 2005, 2004 and 2003. The Company continues to hold a $25 million surplus

note outstanding to EIC. This surplus note bears an annual interest rate of 6.70% and is scheduled to be
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paid semi-annually. The surplus note is payable on demand on or after December 31, 2018. Both principal
and interest payments were approved by the Pennsylvania Insurance Commissioner. Interest paid on this
note totaled $1.7 million in 2005 and 2004 and $0.6 million in 2003.

On December 30, 2005, the Company issued a $20 million surplus note to the Exchange. This surplus note
bears an annual interest rate of 6.26% and is scheduled to be paid semi-annually. The surplus note is
payable on demand on or after December 31, 2025. Both principal and interest payments are subject to
prior approval by the Pennsylvania Insurance Commissioner. There was no interest paid on this note in
2005.

Factors That May Affect Future Results

Products with interest rate quarantees

The Company's annuity and universal life contracts contain provisions that guarantee interest rates will not
decrease below certain levels. |f the interest rates earned on the Company's investments become
insufficient to meet targeted interest spreads because of these minimum guarantees, profit margins on
annuity and universal life deposits will decrease or in extreme situations could turn negative.

The guaranteed interest rates and approximate deposit liabilities for deferred annuity products with credited
interest rates subject to change by the Company are as follows:

Initial Current Deposit
Guaranteed Policy Guaranteed Liabilities
Interest Rate Years Interest Rate (in Thousands)

4.5% 1-5 4.5% $ 237,330

4.5% 6-10 4.0% 108,642

4.5% Over 10 3.5% 198,081

3.0% All Years 3.0% 54,348

1.5% All Years 1.5% 49 806

Total $ 648,207

The Company has some ability to restrict new deposits on its universal life and annuity contracts. New
deposits can be limited to planned premium amounts under the terms of the Company's universal life
contracts. Deposits are limited also by IRS guidelines. Flexible premium deferred annuity (FPDA)
contracts allow the Company to limit deposits to a maximum of $25,000 per year.

As mentioned previously, the Company introduced a new portfolio of deferred annuity products during the
third quarter of 2005. The new portfolio includes a number of features that are expected to add flexibility in
dealing with interest rate changes, including higher interest rates on larger deposits and a “new money”
interest crediting method that allows the Company to quickly change credited interest rates in response to
market conditions. The portfolio has longer and higher surrender charges, which will reduce the
Company’s vulnerability to disintermediation risk.

Market conditions for competing products

The Company’s deposit-type products compete with a wide variety of investment options. Among other
factors affecting the investment decisions of policyholders and potential policyholders are general
investment market conditions, particularly the market interest rate environment and the performance of the
equity markets. Changes in interest rates affect pricing and the relative attractiveness of interest-sensitive
investment options, which bears directly on the ability of the Company to attract new policyholders and
retain existing holders of annuity, universal life and certain permanent life insurance products.
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Financial ratings

The combination of Company growth and declines in investment returns exposes the Company to reduced
statutory surplus levels. Surplus levels are an important element of the rating process used by such
agencies as A.M. Best and Standard & Poor’s, which are industry-accepted measures of an insurance
company’s financial health and ability to meet ongoing obligations to policyholders. These ratings are a
factor in establishing the competitive position of insurance companies.

The Company’s rating from A.M. Best is A (Excellent). The A (Excellent) rating continues to affirm the
Company'’s strong financial position, indicating that the Company has an excellent ability to meet its
ongoing obligations to policyholders. By virtue of its affiliation with the Erie Insurance Group, the Company
is typically rated one financial strength rating lower than the property/casualty companies by A.M. Best
Company. The Company is also rated by Standard & Poor’s, but this rating is based solely on public
information. Standard & Poor’s rates the Company’s Api, “strong.” The Company also has a rating of B
(Good) from Weiss Ratings, Inc. According to Weiss Ratings, the B rating indicates that the Company
offers good financial security and has the resources necessary to deal with a variety of adverse conditions.

If the Company were to incur reductions in statutory surplus for an extended period of time, the ratings of
the Company may be downgraded. Future downgrades in these or other ratings would reduce the
competitive position of the Company by making it more difficult to attract business in the highly competitive
life insurance industry. In such circumstances, the Company may need to take measures to increase
surplus levels in order to maintain adequate ratings. The Company may increase surplus through a variety
of means, including the issuance of additional surplus notes. In addition, management of the Erie
Insurance Group could elect to use the Exchange for capital needs as the Exchange has over $3 billion in
surplus at December 31, 2005.

Information technology development

A comprehensive program of eCommerce initiatives being undertaken by the Erie Insurance Group (the
Group) began in 2001. Early in the program, substantial advancements in the organization’s internal
infrastructure were put in place, providing the enabling foundation for implementing advanced technology
including operating environments and web-based applications.

ERIEConnection, the central policy administration and agent interface application under development in the
eCommerce program, has not progressed as originally expected. Development costs have substantially
exceeded estimates made in 2002. Target delivery dates established in 2002 have generally not been met.
While functional as a personal lines rating and policy administration system, the agency interface
component of ERIE Connection has generally not met the Company’s or agents’ expectations for ease of
use. The Group has postponed further deployment of the system until such usability issues are resolved.
Estimates of the costs for alternative approaches to improve the agency interface for ease of use needed to
facilitate future deployment and the timetable for deployment continue to be analyzed and developed.
Through December 31, 2005, the total costs incurred by the Group for the development of the
ERIEConnection application amounted to approximately $100 million. This amount includes approximately
$10 million related to the development of an alternative agent interface approach which has been
abandoned.

During 2005, all independent agencies were migrated to a common Windows XP-based agency interface
platform called DSpro. Previously, many agencies interfaced with the Company utilizing a DOS-based
platform that was commercially unsupportable, while some were on the Windows XP platform. While this
more stable Windows XP platform does not interface to ERIEConnection, this migration mitigated the risk of
business interruption posed by the DOS system and gives the Group the time necessary to thoroughly
research and plan for its future interface development and rollout strategy using ERIE Connection. In the first
guarter 2006, the Group is implementing broadband connectivity with most agencies through DSpro.
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Since the substantial majority of the costs for program development are borne by other members of the
Group, the Company’s operating results are not expected to be materially impacted in the near term by
ERIEConnection development decisions. However, the financial terms and conditions of the Company’s
eventual use of the ERIEConnection system have not, as yet, been determined, and could have an impact
on the Company’s future earnings. In addition, the Company’s ability to attract new policyholders is directly
influenced by the Company’s independent agent decisions to place business with the Company. To the
extent that technological capabilities of alternative carriers represented by the Company's agents are
greater than those of the Company, the Company's sales could be adversely affected.

“Safe Harbor” Statement Under the Private Securities Litigation Reform Act of 1995: Certain forward-
looking statements contained herein involve risks and uncertainties. These statements include certain
discussions relating to underwriting, premium and investment income volume, business strategies,
profitability and business relationships and the Company’s other business activities during 2005 and
beyond. In some cases, you can identify forward-looking statements by terms such as “may,” “will,”
“should,” “could,” “would,” “expect,” “plan,” “intend,” “anticipate,” “believe,” “contemplate,” “estimate,”
“project,” “predict,” “potential” and similar expressions. These forward-looking statements reflect the
Company’s current views about future events, are based on assumptions and are subject to known and
unknown risks and uncertainties that may cause results to differ materially from those anticipated in those
statements. Many of the factors that will determine future events or achievements are beyond our ability to
control or predict.

LU
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to potential loss from various market risks, including changes in interest rates,
credit risk and, to a lesser extent, equity prices.

Interest rate risk

The Company’s exposure to interest rates is concentrated in the fixed maturities portfolio. The fixed
maturities portfolio comprises 92.0% and 93.2% of invested assets at December 31, 2005 and 2004,
respectively. The Company does not hedge its exposure to interest rate risk since it has the capacity and
intention to hold the fixed maturity positions until maturity. The Company calculates the duration and
convexity of the fixed maturities portfolio each month to measure the price sensitivity of the portfolio to
interest rate changes. Duration measures the relative sensitivity of the fair value of an investment to
changes in interest rates. Convexity measures the rate of change of duration with respect to changes in
interest rates. These factors are analyzed monthly to ensure that both the duration and convexity remain in
the targeted ranges established by management.

Principal cash flows and related weighted-average interest rates by expected maturity dates for financial
instruments sensitive to interest rates are as follows:

December 31, 2005
(dollars in thousands)
Principal Weighted-average

cash flows interest rate
Fixed maturities:
2006 22,879 5.5%
2007 43,452 55
2008 45,596 5.3
2009 39,500 59
2010 46,500 6.0
Thereafter 1,154,787 5.9
Total $1,352,714
Market value $1,378,067

December 31, 2004
(dollars in thousands)
Principal Weighted-average

cash flows interest rate
Fixed maturities:
2005 $ 32,200 5.8%
2006 32,917 5.0
2007 56,000 52
2008 46,081 54
2009 43,900 5.8
Thereafter 1,090,527 6.0
Total $1,301,625
Market value $1.366,898

Actual cash flows may differ from those stated as a result of calls, prepayments and defaults.

A sensitivity analysis is used to measure the potential loss in future earnings, fair values or cash flows of
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market sensitive instruments resulting from one or more selected hypothetical changes in interest rates and
other market rates or prices over a selected period. In the Company’s sensitivity analysis model, a
hypothetical change in market rates is selected that is expected to reflect reasonably possible changes in
those rates. The following pro forma information is presented assuming a 100-basis point increase in
interest rates at December 31 of each year, and reflects the estimated effect on the fair value of the
Company’s fixed maturity investment portfolio. The Company used the modified duration of its fixed
maturity investment portfolio to modei the pro forma effect of a change in interest rates at December 31,
2005 and 2004.

Fixed maturity interest rate sensitivity analysis

As of December 31
(dollars in thousands)
2005 2004
Current market value $ 1,378,067 $ 1,366,898
Change in market value (1) ( 72,081 ) ( 75,687)
Pro forma market value $ 1,305,986 $ 1,291,311
Modified duration (2) 5.4 5.7

(1) The change in market value is calculated by taking the negative of the product obtained by multiplying
(i) modified duration by (ii) change in interest rates by (iii) market value of the portfolio.

(2) Modified duration is a measure of a portfolio’s sensitivity to changes in interest rates. Itis interpreted as
the approximate percentage change in the market value of a portfolio for a 100 basis point change in
interest rates.

The risks associated with interest rate guarantees on the Company’s universal life and annuity products are
discussed in the “Factors That May Affect Future Resulits” section of this report.

Credit risk

The Company'’s portfolios of fixed maturity securities, nonredeemable preferred stock, mortgage loans and,
to a lesser extent, short-term investments are subject to credit risk. This risk is defined as the potential loss
in market value resulting from adverse changes in the borrower’s ability to repay the debt. The Company
manages this risk by performing underwriting analysis prior to purchase and ongoing reviews of credit
quality by position and for the fixed maturity portfolio in total. The Company does not currently hedge credit
risk inherent in its fixed maturity investments.

The Company has entered into various reinsurance treaties for the purpose of ceding life insurance in force
that exceeds the Company’s desired retention limits. Failure of reinsurers to honor their obligations could
result in losses to the Company. The Company’s most significant reinsurance relationship is with Generali
USA Reassurance Company (Generali), which reinsures a portion of the Company’s life and accident and
health business. At December 31, 2005, the amount of life insurance in force ceded to Generali totaled
approximately $7.5 billion, which represents 23.2% of the Company’s total life insurance in force at that
date.

Equity price risk

The Company’s portfolio of marketable equity securities, which is carried on the Statements of Financial
Position at estimated fair value, has exposure to price risk. Price risk is the risk of potential loss in
estimated fair value resulting from an adverse change in prices. The Company’s objective is to earn
competitive relative returns by investing in a diverse portfolio of liquid securities. The Company’s equity
securities at December 31, 2005 and 2004, were made up entirely of nonredeemable preferred stocks.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

REPORT OF MANAGEMENT

The management of Erie Family Life Insurance Company is responsible for the preparation of information
included in this Form 10-K. The financial statements have been prepared in conformity with Generally
Accepted Accounting Principles. The balances in the financial statements are developed from the financial
records of the Company and reflect estimates using judgment where amounts cannot be measured
precisely or for transactions not yet complete.

The Company’s system of internal control is designed to safeguard Company assets from unauthorized use
or disposition and to provide for proper authorization, execution and recording of Company transactions.
Company personnel design, maintain and monitor internal control on an ongoing basis. The Company's
report on its evaluation of internal controls is provided in Item 9A of this Annual Report on Form 10-K. In
addition, the Company’s internal auditors review and report on the functioning of various aspects of internal
control.

The Audit Committee of the Board of Directors, composed of outside directors, meets periodically with the
Company’s management, internal auditors and independent registered public accounting firm to review the
work of each and to inquire as to their assessment of the performance of Company financial personnel. The
independent registered public accounting firm and internal auditors have full and free access to the Audit
Committee, without the presence of management, to discuss results of work performed and communicate
other appropriate matters.

/s! Jeffrey A. Ludrof
Jeffrey A. Ludrof
President and Chief Executive Officer
March 6, 2006

/s/ Philip A. Garcia
Philip A. Garcia
Executive Vice President and Chief Financial Officer
March 6, 2006

/s Timothy G. NeCastro
Timothy G. NeCastro
Senior Vice President and Controller
March 6, 2006
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
Erie Family Life Insurance Company
Erie, Pennsylvania

We have audited the accompanying Statements of Financial Position of Erie Family Life Insurance
Company as of December 31, 2005 and 2004, and the related Statements of Operations, Shareholders’
Equity, and Cash Flows for each of the three years in the period ended December 31, 2005. Our audits
also included the financial statement schedules listed in the Index at Item 15(2). These financial statements
and schedules are the responsibility of the Company’s management. Our responsibility is to express an
opinion on these financial statements and schedules based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. We were not engaged
to perform an audit of the Company’s internal control over financial reporting. Our audit included
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit
also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Erie Family Life Insurance Company at December 31, 2005 and 2004, and the results of its
operations and its cash flows for each of the three years in the period ended December 31, 2005, in
conformity with U.S. generally accepted accounting principles. Also, in our opinion the related financial
statement schedules, when considered in relation to the basic financial statements taken as a whole,
present fairly in all material respects the information set forth therein.

/s/ Ernst & Young LLP

Cleveland, Ohio
March 6, 2006
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ERIE FAMILY LIFE INSURANCE COMPANY
STATEMENTS OF OPERATIONS
(dollars in thousands, except per share data)

Revenues
Net policy revenue:
Life premiums
Group life and other premiums

Total net policy revenue

Net investment income

Net realized gains on investments
Equity in earnings of limited partnerships
Other income

Total revenues

Benefits and expenses

Death benefits

Interest on annuity deposits

Interest on universal life deposits

Interest on surplus notes and other affiliate interest
Surrender and other benefits

Increase in future life policy benefits
Amortization of deferred policy acquisition costs
Commissions

General expenses

Taxes, licenses and fees

Total benefits and expenses
Income before income taxes
Provision for income taxes

Netincome

Net income per share

See accompanying notes to financial statements.
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Years ended December 31

2005

$ 55,963
3,529

59,492

84,875
317
3,540
652

148,876

19,333
44,957
7,631
2,845
1,415
13,071
8,625
1,839
21,050
3,795

124.561
24,315
7,776

$ 16,539
$ 175

2004

$53,184
3,364

56,548

80,624
9,404
2,116

1,141

149,833

17,558
44,276
7,355
2,855
3,267
7,265
813
1,221
16,311
3,620

104,541
45,292
15,660

$29,632

$ 314

2003

$ 52,045
3,887

55,932

78,725
13,176
1,296
844

149,973

15,197
42,178
6,959
1,759
1,263
7,211
7,477
2,679
14,881
3.064

102,668
47,305
14,818

$ 32,487
$ 3.44




ERIE FAMILY LIFE INSURANCE COMPANY
STATEMENTS OF FINANCIAL POSITION
(dollars in thousands, except per share data)

As of December 31

Assets 2005 2004
Investments
Fixed maturities at fair value (amortized cost of $1,349,646

and $1,297,913, respectively) $1,378,067 $1,366,898
Equity securities at fair value (cost of $78,890 and

$59,426, respectively) 84,545 66,375
Limited partnerships (cost of $15,341 and

$15,234, respectively) 16,671 15,467
Real estate mortgage loans 5,930 6,124
Real estate 1,219 1,044
Policy loans ‘ 11.667 10,671

Total investments 1,498,099 1,466,579
Cash and cash equivalents 18,636 22,446
Premiums receivable from policyholders 180 168
Reinsurance recoverable 3,770 2,527
Other receivables 406 319
Accrued investment income 16,715 16,031
Deferred policy acquisition costs 133,812 119,117
Reserve credit for reinsurance ceded 40,366 29,420
Securities lending collateral 59,514 0
Prepaid federal income taxes 273 789
Other assets 4.589 4,044
Total assets $1.776.360 $1,661.440

See accompanying notes to financial statements.
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ERIE FAMILY LIFE INSURANCE COMPANY
STATEMENTS OF FINANCIAL POSITION
(dollars in thousands, except per share data)
As of December 31

2005 2004

Liabilities and shareholders’ equity
Liabilities
Policy liabilities and accruals:

Future life and accident and health policy benefits $ 148,034 § 124,016

Policy and contract claims 5,867 3,153

Annuity deposits 1,021,442 984,870

Universal life deposits 176,569 163,489

Supplementary contracts not including life contingencies 741 702
Other policyheoider funds 8,420 6,048
Deferred income taxes 33,821 48,066
Reinsurance premium due 2,357 2,581
Securities lending collateral 59,514 0
Accounts payable and accrued expenses 12,604 10,581
Notes payable to affiliates 45,000 40,000
Due to affiliates 3,942 4,327
Dividends payable 2,079 2,079

Total liabilities 1,520,390 1,389,912
Shareholders’ equity
Common stock, $.40 par value per share;

authorized 15,000,000 shares; 9,450,000 shares

issued and outstanding 3,780 3,780
Additional paid-in capital 630 630
Accumulated other comprehensive income 15,471 39,252
Retained earnings 236,089 227.866

Total shareholders’ equity 255,970 271,528

Total liabilities and shareholders’ equity $1,776.360 $ 1,661,440

See accompanying notes to financial statements.
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ERIE FAMILY LIFE INSURANCE COMPANY

STATEMENTS OF CASH FLOWS
(dollars in thousands)

Cash flows from operating activities
Premiums collected
Net investment income received
Limited partnership distributions
Miscellaneous income
Benefits to policyholders
Commissions paid to agents
Salaries and wages paid
General operating expenses paid
Taxes, licenses and fees paid
Interest paid
Income taxes paid

Net cash provided by operating activities

Cash flows from investing activities
Purchase of investments:
Fixed maturities
Equity securities
Limited-partnerships
Sales/maturities of investments:
Sales of fixed maturities
Calls/maturities of fixed maturities
Equity securities
Return on limited partnerships
Purchase of computer software
Real estate additions
Net mortgage loans
Net policy loans
Net cash used in investing activities

Cash flows from financing activities
Annuity and supplementary contract deposits and interest
Annuity and supplementary contract surrenders and
withdrawals
Universal life deposits and interest
Universal life surrenders
Increase (decrease) in collateral from securities
lending
(Investment) redemption of securities lending
collateral '
Proceeds from issuance of surplus note to affiliate
Principal payments on surplus note from affiliate
Dividends paid to shareholders
Net cash provided by financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year
See accompanying notes to financial statements.
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Years ended December 31

2005

$61,504
85,487
9,235
652

( 95,900)
19,860
( 6,779)

59,514

( 59,514)

20,000
( 15,000)
(_ 8.316)
_ 43377

( 3,810)
22.446

$ 18,636

2004

$52,721
83,792
5,036
1,141

57,286

( 3,726)
_26172

$ 22,446

2003

$51,942
78,295
7,965
844

871
(____435)
(209,323)

186,379

( 57,547)
20,285
( 5,415)

23,826

( 23,826)
25,000
0

(__7.938)
160,764

( 29,181)
55,353

$ 26,172




ERIE FAMILY LIFE INSURANCE COMPANY
STATEMENTS OF SHAREHOLDERS' EQUITY
(dollars in thousands, except per share data)

Accumulated

Total Other Additional
Shareholders’ Comprehensive Retained = Comprehensive Common Paid-in
Equity Income (Loss) Earnings Income Stock Capital
Balance, January 1, 2003 $ 217,188 $ 182001 & 30777 § 3780 S 630
Comprehensive income:
Net income 32,487 § 32,487 32,487
Unrealized appreciation
of investments, net of tax
and adjustments to
deferred acquisition costs 13,826 13,826 13,826
Comprehensive income $ 46,313
Dividends declared, $0.84 per
share ( 7,938) ( 7,938)
Balance, December 31, 2003 255,563 206,550 44,603 3,780 630
Comprehensive income:
Net income 29632 % 29,632 29,632
Unrealized depreciation
of investments, net of tax
and adjustments to
deferred acquisition costs  ( 5,351) ( 5,351) ( 5,351)
Comprehensive income $ 24,281
Dividends declared, $0.88 per
share ( 8,316) ( 8,316)
Balance, December 31, 2004 271,528 227,866 39,252 3,780 630
Comprehensive income:
Net income 16,539  $ 16,539 16,539
Unrealized depreciation
of investments, net of tax
and adjustments to
deferred acquisition costs
and life contingent payout
annuities (  23,781) ( 23,781) ( 23,781)
Comprehensive loss ($ 7,242)
Dividends declared, $0.88 per
share ( 8,316) ( 8,316)
Balance, December 31, 2005 $ 255970 $ 236089 $ 15471 % 3,780 $ 630

See accompanying notes to financial statements.
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ERIE FAMILY LIFE INSURANCE COMPANY
NOTES TO FINANCIAL STATEMENTS

NOTE 1. NATURE OF BUSINESS

Erie Family Life Insurance Company (the Company), a Pennsylvania-domiciled life insurer, is engaged in the
business of underwriting and selling nonparticipating individual and group life insurance policies and
annuities. The Company markets its products through independent agents in 10 states and the District of
Columbia and is subject to supervision and regulations of the states in which it operates. A majority of the
Company’s business is written in Pennsylvania, Ohio, Maryland and Virginia. See also Note 15.

The Company is owned 21.6% by the Erie Indemnity Company (EIC), 53.5% by the Erie Insurance
Exchange (Exchange) and the remaining 24.9% by public shareholders. EIC is a Pennsylvania business
corporation formed in 1925 to be the attorney-in-fact for policyholders of Erie Insurance Exchange, a
Pennsylvania-domiciled reciprocal insurance exchange. As attorney-in-fact for the Exchange, EIC has a
fiduciary duty to protect the policyholders of the Exchange in addition to its fiduciary duty to protect the
interests of its shareholders. EIC operates predominantly as a provider of certain management services to
the Exchange. EIC also is engaged in the property/casualty insurance business through its wholly-owned
subsidiaries, Erie Insurance Company, Erie Insurance Property and Casualty Company, and Erie Insurance
Company of New York. The Company, the Exchange and its subsidiary, Flagship City, and EIC and its
subsidiaries operate collectively under the name Erie Insurance Group.

NOTE 2. RECENT ACCOUNTING PRONOUNCEMENTS

In November 2005, the Financial Accounting Standards Board (FASB) issued Staff Position (FSP) FAS 115-
1 and FAS 124-1, “The Meaning of Other-Than-Temporary Impairment and its Application to Certain
Investments.” This FSP nullifies the requirements of measurement and recognition in paragraphs 10-18 of
EITF Issue 03-1, carries forward the disclosure requirements included in Issue 03-1 and references existing
other-than-temporary impairment guidance. This final FSP is effective for fiscal years beginning after
December 15, 2005. The Company had previously adopted the disclosure requirements of EITF 03-1, which
were unchanged by this final FSP. Management does not anticipate a change in policy as a result of this
pronouncement that would significantly impact the Company’s financial condition or results of operations.

In May 2005, the FASB issued Financial Accounting Standard (FAS) No. 154, “Accounting Changes and
Error Corrections”, which changes the requirements for the accounting and reporting of a change in
accounting principle. FAS No. 154 applies to all voluntary changes in accounting principle as well as to
changes required by an accounting pronouncement that does not include specific transition provisions. FAS
No. 154 eliminates the requirement to include the cumulative effect of changes in accounting principle in the
income statement and instead requires that changes in accounting principle be retroactively applied. A
change in accounting estimate continues to be accounted for in the period of change and future periods if
necessary. A correction of an error continues to be reported by restating prior period financial statements.
FAS No. 154 is effective for accounting changes and correction of errors for fiscal years beginning after
December 15, 2005.
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ERIE FAMILY LIFE INSURANCE COMPANY
NOTES TO FINANCIAL STATEMENTS

In September 2005, the Accounting Standards Executive Committee of the American Institute of Certified
Public Accountants issued Statement of Position (SOP) 05-1, “Accounting by Insurance Enterprises for
Deferred Acquisition Costs (DAC) in Connection with Modifications or Exchanges of Insurance Contracts”,
effective for fiscal years beginning after December 15, 2006, with earlier adoption encouraged. This SOP
provides guidance on accounting for DAC on internal replacements of insurance and investment contracts.
According to this SOP:

¢ Aninternal replacement that is determined to result in a replacement that is substantially unchanged
from the replaced contract should be accounted for as a continuation of the replaced contract.
Unamortized DAC associated with the replaced contract should continue to be deferred and
amortized in connection with the replacement contract. Other balances associated with the replaced
contract should be accounted for in a similar manner, that is, as if the replacement contract is a
continuation of the replaced contract.

¢ Aninternal replacement that is determined to result in a replacement that is substantially changed
from the replaced contract should be accounted for as an extinguishment of the replaced contract.
Unamortized DAC from the replaced contract in an internal replacement transaction that results ina
substantially changed contract should not be deferred and amortized in connection with the
replacement contract. Other balances associated with the replaced contract should be accounted for
in a similar manner; that is, accounted for based on an extinguishment of the replaced contract and
issuance of a new contract.

Nearly all of the Company’s internal replacements are considered substantially changed based on the
definition in this SOP. The Company currently accounts for all internal replacements as if the original
contract was extinguished. The Company plans to implement this guidance in 2007 and does not expect
implementation to have a material impact on its financial statements.

NOTE 3. SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation

The accompanying financial statements have been prepared in conformity with accounting principles
generally accepted in the United States of America (GAAP) that differ from statutory accounting practices
(SAP) prescribed or permitted for insurance companies by state regulatory authorities. For differences
between GAAP and SAP, see Note 16.

Reclassifications

Certain amounts previously reported in the 2004 financial statements have been reclassified to conform to
the current period’s presentation. Such reclassifications did not impact earnings or fotal shareholders’ equity.

Use of estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. The most significant estimates
relate to valuation of investments, policy acquisition costs and reserves for policy liabilities. While
management believes its estimates are appropriate, the ultimate amounts may differ from the estimates
provided. The methods for making these estimates are continually reviewed and any adjustments
considered necessary are reflected in current earnings.
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ERIE FAMILY LIFE INSURANCE COMPANY
NOTES TO FINANCIAL STATEMENTS

Investments and cash equivalents

Fixed maturities and marketable equity securities are classified as available-for-sale. Equity securities
consist of nonredeemable preferred stock while fixed maturities consist of bonds, notes and redeemable
preferred stock. Available-for-sale securities are stated at fair value, with the unrealized gains and losses,
net of deferred taxes and offsetting adjustments to DAC and life contingent payout annuities, reflected in
shareholders’ equity in accumulated other comprehensive income. There are no securities classified as
trading securities or held-to-maturity securities.

Also included in fixed maturities are mortgage-backed securities, which are amortized using a constant
effective yield method based on anticipated prepayments and the estimated economic life of the securities. If
actual prepayments differ significantly from anticipated prepayments, the effective yield is recalculated to
reflect actual payments to date and anticipated future payments. The net investment in the security is
adjusted to the amount that would have existed had the new effective yield been applied since the
acquisition of the security, with the corresponding adjustment included as part of investment income.

Policy loans are recorded at unpaid balances.

Cash equivalents are comprised of investments in bank money market funds and short-term bonds, which
mature in 90 days or less from the date of acquisition, and approximate fair value.

Realized gains and losses on sales of investments are recognized in income on the specific identification
method. Interest and dividend income is recorded as earned. The amortized cost of debt securities is
adjusted for amortization of premiums and accretion of discounts to lowest yield. Such amortization is
included in investment income.

All investments are evaluated monthly for other-than-temporary impairment loss. The factors considered in
evaluating whether or not a decline in fair value is other-than-temporary include:

the extent and duration to which fair value is less than cost,

historical operating performance and financial condition of the issuer,

near term prospects of the issuer and its industry, based on analysts recommendations,
specific events that occurred affecting the issuer, including a ratings downgrade, and

the Company’s ability and intent to hold the investment for a period of time sufficient to allow
for a recovery in value.

An investment that is deemed impaired is written down to its estimated net realizable value. Impairment
charges are included as realized losses in the Statements of Operations.

Securities lending program

The Company engages in securities lending activities from which it generates investment income from the
lending of certain of its investments to other institutions for short periods of time. The Company receives
marketable securities as collateral equal to 102% of the market value of the loaned securities. The
Company maintains full ownership rights to the securities loaned, and accordingly, the loaned securities
remain classified as investments of the Company.

The Company shares a portion of the interest charged on lent securities with the third party custodian and
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ERIE FAMILY LIFE INSURANCE COMPANY
NOTES TO FINANCIAL STATEMENTS

the borrowing institution. In accordance with FAS 140, Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities, the Company recognizes the receipt of the collateral held by the
third party custodian and the obligation to return the collateral on its Statements of Financial Position.

Deferred policy acquisition costs (DAC) asset

The Company incurs significant costs in connection with acquiring new business, principaily commissions
and policy issue and underwriting expenses. Acquisition costs, which vary with and are primarily related to
the production of new business, are deferred as an asset and amortized over the estimated lives of the
policies. At each balance sheet date, the Company evaluates the value of this asset in light of historical and
expected future gross premiums and profits on its insurance and annuity products.

In accordance with FAS 60, Accounting and Reporting by Insurance Enterprises, the DAC related to
traditional life insurance products is amortized in proportion to premium revenues over the premium-paying
period of related policies using assumptions consistent with those used in computing policy liability reserves.
Assumptions used for a specific era of issued policies are “locked-in;” therefore, amortization in subsequent
years is not adjusted for changing assumptions. In any period where the Company’s actual policy
terminations are higher (lower) than anticipated policy terminations, DAC amortization will be accelerated
(decelerated) in that period.

In accordance with FAS 97, Accounting and Reporting by Insurance Enterprises for Certain Long-Duration
Contracts and for Realized Gains and Losses from the Sale of Investments, the DAC related to universal life
products and deferred annuities is amortized in relation to the actual and expected gross profits from
investment, mortality and expense margins and surrender charges of the policies over a specified period of
time. This period is 30 years for universal life and 20 years for deferred annuities. Both historical and
anticipated investment returns, including realized gains and losses, are considered in determining the
amortization of DAC. Changes in expected future gross profits on the annuity and universal life products
cause the DAC amortization rate to be revised retroactively, or “unlocked,” to the date of policy issuance.
The cumulative change in DAC related to prior periods is recognized as a component of the current period’s
DAC amortization, along with DAC amortization associated with the actual gross profits of the current period.
Lower actual gross profits in a period resulting from lower margins on investments, mortality, and/or
expenses would typically result in less DAC amortization in that period, whereas higher actual gross profits
would result in more amortization in the period. However, if lower gross profits were expected to continue
into the future, additional amortization of the existing DAC asset may occur.

Also, in accordance with FAS 97, DAC is adjusted for the impact of unrealized gains or losses on
investments as if these gains or losses had been realized, with corresponding credits or charges, net of
income taxes, included in accumulated other comprehensive income.

The Company periodically reviews the DAC asset to determine if it continues to be recoverable. For
traditional life products, if the benefit reserves plus anticipated future premiums and interest earnings for a
line of business are less than the current estimate of future benefits and expenses (including any

unamortized DAC), a charge to income is recorded for additional DAC amortization or for increased benefit
reserves. For universal life and deferred annuities, if the current present value of future expected gross
profits is less than the unamortized DAC, a charge to income is recorded for additional DAC amortization.

Insurance liabilities

Liabilities for life insurance and income-paying annuity future policy benefits are computed primarily by the
net level premium method with assumptions as to anticipated mortality, withdrawals, lapses and investment
yields. Deferred annuity future policy benefit liabilities are established at accumulated values without
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reduction for surrender charges. Reserves for universal life plans are based on the contract account
balance. Interest rate assumptions for non-interest sensitive life insurance range from 3.50% to 7.25%.
Mortality and withdrawal assumptions are based on tables typically used in the industry, modified to reflect
actual experience where appropriate.

FAS 60 contracts are subject to loss recognition testing. The Company periodically verifies the
adequacy of reserves as part of its loss recognition testing. Loss recognition is necessary when the sum
of the GAAP reserve and the present value of projected policy cash flows (premiums less benefits and
expenses, net of reinsurance) is less than unamortized DAC. There are two types of loss recognition
testing: primary (FAS 60) and shadow (FAS 115).

For primary loss recognition testing, the discount rate used to calculate the present value of policy cash
flows is based on the yield on assets currently held by the Company to support the GAAP reserve. To
the extent that the sum of the GAAP reserve and the present value of projected policy cash flows on this
basis is less than unamortized DAC, a deficiency exists. This deficiency, or loss, must be recognized
immediately by amortizing DAC by the amount of the deficiency. If the deficiency exceeds the amount
of unamortized DAC, all remaining DAC is immediately amortized, and the GAAP reserve is increased
by the remaining deficiency. These primary loss recognition adjustments flow through the Statements of
Operations.

For shadow loss recognition testing, the discount rate used to calculate the present value of policy

cash flows is based on the yield available on assets that could be or recently have been purchased by
the Company in support of the GAAP reserve. This assumes the Company sells all of the Company's
invested assets supporting the reserve, recognizes the capital gains/losses, and reinvests the proceeds
at current yields. The sum of the GAAP reserve and this new present value of policy cash flows is again
compared to the unamortized DAC. If a deficiency exists on this basis, DAC must be decreased and, if
necessary, the GAAP reserve is increased. Unlike primary loss recognition adjustments, however,
these shadow loss recognition adjustments are included in “Accumulated Other Comprehensive Income”
in Shareholders’ Equity and do not go through the Statements of Operations.

The liability for policy and contract claims represents the amount needed to provide for the estimated
ultimate cost of settling claims relating to insured events that have occurred on or before the end of the
respective reporting period. The estimated liability includes requirements for future payments of (a) claims
that have been reported to the insurer and (b) claims related to insured events that have occurred but that
have not yet been reported to the insurer as of the date the liability is estimated.

Universal life and annuity deposits are credited with varying interest rates determined at the discretion of the
Company subject to certain minimums.

Interest rates credited on deposits were as follows:

2005 2004 2003
Annuity 3.50%—6.25% 3.00%—4.70% 3.00%—4.80%
Universal Life 4.25%-5.00% 4.25%—-5.00% 4.25%—6.00%

Recognition of premium revenues and losses

Premiums on traditional life insurance producté are recognized as earned when due. Reserves for future
policy benefits are established as premiums are earned. Premiums received for annuity and universal life
products are not reported as revenue, but as deposits, and included in liabilities for annuity and universal life
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deposits in accordance with FAS 97. For universal life products, revenue is recognized as amounts are
assessed against the policyholder’s account for mortality coverage and contract expenses. The primary
source of revenue on annuity deposits is derived from the interest earned by the Company, which is
reflected in net investment income.

Reinsurance

Reinsurance transactions are recorded on a basis consistent with FAS 113, Accounting and Reporting for
Reinsurance of Short-Duration and Long-Duration Contracts. Reinsurance premiums and commissions and
expense reimbursements on reinsurance ceded are accounted for on a basis consistent with those used in
accounting for the underlying reinsured policies. Premiums, commissions and expense reimbursements, and
benefits to policyholders ceded to other companies have been reported as a reduction of “Net Policy
Revenue”, “Death Benefits”, “Increase in Future Life Policy Benefits”, and “Commissions” on the Statements
of Operations.

Expense reimbursements received in connection with new reinsurance ceded have been accounted for as a
reduction of the related policy acquisition costs. Amounts recoverable from reinsurers for future policy
benefits are estimated in a manner consistent with the assumptions used for the underlying policy benefits
and are recorded as an asset under “Reserve Credit for Reinsurance Ceded” on the Statements of Financial
Position. Amounts recoverable for incurred claims and expense reimbursements are included as an asset
under “Reinsurance Recoverable” in the Statements of Financial Position.

Income taxes

Provisions for income taxes include deferred taxes resulting from changes in cumulative temporary
differences between the tax basis and financial statement basis of assets and liabilities. Deferred taxes are
provided on a liability method whereby deferred tax assets are recognized for deductible temporary
differences and deferred tax liabilities are recognized for taxable temporary differences. Deferred tax assets
and liabilities are adjusted for the effects of changes in tax laws and rates on the date of enactment.
Earnings per share

Earnings per share amounts are based on the weighted average number of common shares outstanding
during each of the respective years.
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NOTE 4. INVESTMENTS

The following tables summarize the cost and market value of available-for-sale securities at December 31,
2005 and 2004:

Gross Gross
(in thousands) Amortized Unrealized Unrealized Estimated
December 31, 2005 Cost Gains Losses Fair Value
Fixed maturities
Bonds:
U.S. treasuries and government agencies $ 37091 § 365 $ 261§ 37,195
Public utilities 183,441 7,080 1,589 188,932
U.S. banks, trusts and insurance companies 232,128 6,852 1,745 237,235
U.S. industrial and miscellaneous 560,596 17,914 5,991 572,519
Mortgage-backed securities 155,603 2,126 1,973 155,756
Asset-backed securities 15,862 114 175 15,801
Foreign 162,774 7.129 1,427 168,476
Total bonds 1,347,495 41,580 13,161 1,375,914
Redeemable preferred stock 2,151 2 0 2,153
Total fixed maturities $1349646 $ 41582 $ 13.161 $1,378.067
Equity securities
Nonredeemable preferred stock:
U.S. banks, trusts and insurance companies 33,909 1,889 105 35,693
U.S. industrial and miscellaneous 20,801 1,555 64 22,292
Foreign 24,180 2,421 41 26,560
Total equity securities $ 78890 $ 5865 $_ 210 $ 84,545
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Gross Gross
(in thousands) Amortized Unrealized Unrealized Estimated
December 31, 2004 Cost Gains Losses Fair Value
Fixed maturities
Bonds:
U.S. treasuries and government agencies $ 60126 % 1,048 $ 98 $ 61,076
Public utilities 160,516 11,313 219 171,610
U.S. banks, trusts and insurance companies 193,461 9,148 709 201,900
U.S. industrial and miscellaneous 566,633 34,721 876 600,378
Mortgage-backed securities 157,289 3,713 609 160,393
Asset-backed securities 10,946 348 77 11,217
Foreign 141,926 12,080 686 153,320
Total bonds 1,290,897 72,371 3,374 1,359,894
Redeemable preferred stock 7,016 94 106 7,004
Total fixed maturities $1297913 § 72465 § 3,480 $1,366,898
Equity securities
Nonredeemable preferred stock:
U.S. banks, trusts and insurance companies 19,909 2,078 2 21,985
U.S. industrial and miscellaneous 18,801 1,873 0 20,674
Foreign 20,716 3,000 0 23,716
Total equity securities $ 59426 §$§ 6951 $ 2 $ 66375

The amortized cost and estimated fair value of fixed maturities at December 31, 2005 by remaining
contractual term to maturity are shown below. Mortgage-backed securities are allocated based on their
stated maturity dates. Actual cash flows may differ from those stated as a result of calls, prepayments or
defaults.

Amortized Estimated

(in thousands) Cost Fair Value
Due in one year or less $ 24863 $ 24,958
Due after one year through five years 171,675 172,533
Due after five years through 10 years 709,021 722,461
Due after 10 years through 20 years 219,135 224,332
Due after 20 years 224 952 233,783
Total fixed maturities $ 1,349,646 $ 1,378,067

Fixed maturities and equity securities in a gross unrealized loss position are as follows. Data is provided by
length of time securities were in a gross unrealized loss position.
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(in thousands)

December 31, 2005

Fixed maturities

Bonds:

U.S. treasuries and
government agencies

Public utilities

U.S. industrial,
miscellaneous, banks,
trusts and insurance
companies

Mortgage-backed securities

Asset-backed securities
Foreign

Total fixed maturities

Equity securities

Nonredeemable preferred

stock
Total fixed maturity and
equity securities

(in thousands)
December 31, 2004

Fixed maturities

Bonds:

U.S. treasuries and
government agencies

Public utilities

U.S. industrial,
miscellaneous, banks,
trusts and insurance
companies

Mortgage-backed securities

Asset-backed securities
Foreign

Total bonds

Redeemable preferred

stock

Total fixed maturities

Equity securities

Nonredeemable preferred

stock

Total fixed maturity and
equity securities
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Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized Fair Unrealized Number of
Value Losses Value Losses Value Losses Holdings
$ 12,815 3 119 $ 6,858 $ 142 $ 19673 $ 261 8
53,021 1,161 9,312 428 62,333 1,589 26
247,064 5,393 56,885 2,343 303,949 7,736 123
70,867 1,220 28 347 753 99,214 1,973 30
1,946 53 2,871 122 4817 175 2
48973 834 11,269 593 60,242 1,427 24
434,686 8,780 115,542 4381 550,228 13,161 213
5,798 210 0 0 5,798 210 3
$ 440,484 $§ 8990 $115542 § 4,381 $556,026 $13.371 216
Less than 12 months 12 months or longer Total
Fair Unrealized Fair Unrealized  Fair Unrealized Number of
Value Losses Value Losses Value Losses Holdings
$ 22,926 $ 98 $ 0 $ 0 $22926 § 98 6
11,862 116 4,705 103 16,567 219 7
101,150 1,162 16,266 524 117,416 1,685 48
44 471 609 0 0 44 471 609 13
2,914 77 0 0 2,914 77 1
25,924 307 9,482 378 35,406 686 14
209,247 2,369 30,453 1,005 239,700 3,374 89
4,760 106 0 0 4,760 106 1
214,007 2475 30,453 1,005 244,460 3,480 90
2.998 2 0 0 2.998 2 1
$ 217,005 $ 2477 $30.453 $ 1,005 $247.458 $ 3,482 91
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The fixed maturity investments with continuous unrealized losses for less than 12 months were primarily due
to the impact of higher market interest rates rather than a decline in credit quality of the specific issuers. Of
the fixed maturities that are below amortized cost for less than 12 months, securities that were investment-
grade had a fair value of $428.0 million at December 31, 2005. These fixed maturities had unrealized losses
as of December 31, 2005 totaling $8.1 million.

The remaining fair value of the fixed maturities for $6.7 million that are below amortized cost for less than 12
months at December 31, 2005, were non-investment grade securities and had unrealized losses of $0.7
million. Comprising this amount are three issuers, all of which were downgraded to non-investment grade in
2005. These three issuers are in the automotive and auto financing industries. The Company is monitoring
the financial condition of these three issuers. Animpairment charge of $0.8 million was recorded for one of
these securities to write it down to market value in 2005. 1tis possible that these securities may be further
impaired resulting in realized losses in future periods.

There are $110.7 million in investment grade fixed maturity securities at fair value that at December 31,
2005, had been below amortized cost for 12 months or longer. These fixed maturities had unrealized losses
as of December 31, 2005, of $4.1 million. These unrealized losses are due to higher market interest rates
and greater spread requirements in the market in general and are not related to the credit quality of specific
issuers.

The remaining $4.8 million of fixed maturities below amortized cost for 12 months or longer were non-
investment grade and had unrealized losses of $0.3 million. Of this amount $0.25 million was on a fixed
maturity in the automotive finance industry and the remaining $0.05 million on a bond in the airline industry.
The Company continues to monitor the financial condition of these issuers.

At December 31, 2005, net unrealized gains on investments of $15.5 million consisted of $47.5 million in
gross unrealized gains less $13.4 million in gross unrealized losses, less $10.3 million in other related
offsets and deferred taxes of $8.3 million.

Changes in net unrealized gains include the following for the years ended December 31:

(in thousands) 2005 2004 2003
Fixed maturities ($ 40,563) (% 7,735) % 3,663
Equity securities ( 1,294 ) 609 23,490
Limited partnerships ( 233) 194 338
Deferred policy acquisition costs 8,503 ( 1,300) 6,219)
Life contingent payout annuities ( 3,000) 0 0
Deferred federal income tax 12,806 2,881 ( 7,446)

(Decrease) increase in net unrealized gains  ($ 23,781) ($ 5351) §$§ 13,826
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Components of net investment income follow for the years ended December 31:

(in thousands) 2005 2004 2003

Fixed maturities $ 78,480 3 75,078 $ 72,139
Equity securities 4,922 4,539 5,323
Cash equivalents and other 2,219 1,847 2,051
Total investment income 85,621 81,464 79,513
Less: Investment expense 746 840 788
Net investment income $ 84875 % 80,624 % 78,725

Components of realized gains and losses on investments reflected in operations for the years ended
December 31 are included below. Impairment charges of $2.9 million are included in 2005 gross realized
fixed maturity losses. These charges related to investments in the automotive industry. There were no
impairment charges in 2004. Included in 2003 gross realized losses of fixed maturities are impairment
charges totaling $3.4 million. These charges related primarily to investments in the communications, energy
and finance sectors.

(in thousands) 2005 2004 2003
Fixed maturities

Gross realized gains $ 5,651 $ 10,200 $ 19,411
Gross realized losses ( 5,341) ( 855 )( 6,081)
Net realized gains 310 9,345 13,330

Equity securities

Gross realized gains 11 176 379
Gross realized losses ( 4) ( 117) | 533)
Net realized gains (losses) 7 59 ( 154)
Net realized gains on investments $ 317 $ 9,404 $ 13,176

Limited partnerships include U.S. and foreign real estate and mezzanine debt investments. Real estate
limited partnerships represent 96.8%, while mezzanine debt limited partnerships represent 3.2% of the total
carrying value at December 31, 2005. These partnerships are recorded using the equity method. In the
second quarter of 2005, the Company corrected its treatment of unrealized gains and losses on limited
partnerships resulting in an increase in pretax income of $1.2 million, or $0.13 per share. Included in the
pre-tax adjustment was $0.2 million of unrealized gains related to 2004 and prior years. While there was an
earnings impact related to this adjustment, there was no impact on the Company’s shareholders’ equity.
The Company previously reflected unrealized gains and losses on limited partnerships in shareholders’
equity in accumulated other comprehensive income, net of deferred taxes.
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The components of equity in earnings of limited partnerships as reported in the Statements of Operations
for the years ended December 31 are as follows:

(in thousands) 2005 2004 2003
Real estate $ 1,828 $§ 2012 $ 2,790
Mezzanine debt 382 104 ( 1,494)
Valuation adjustments 1,330 0 0
Equity in earnings of limited partnerships $ 3,540 $§ 2116 $ 1,296

There were no impairment charges recorded in 2004. Impairment charges on mezzanine debt partnerships
of $2.0 million in 2003 are included in equity in earnings of limited partnerships in the Statements of
Operations.

The Company participates in a program whereby marketable securities from its investment portfolio are lent
to independent brokers or dealers based on, among other things, their creditworthiness in exchange for
collateral initially equal to 102% of the value of the securities on loan and is thereafter maintained at a
minimum of 100% of the market value of the securities loaned. The market value of the securities on loan to
each borrower is monitored daily by the third party custodian and the borrower is required to deliver
additional collateral if the market value of the collateral falls below 100% of the market value of the securities
on loan.

The Company had loaned securities included as part of its invested assets with a market value of $58.0
million at December 31, 2005. The Company had no loaned securities at December 31, 2004. The
Company has incurred no losses on the securities lending program since the program’s inception.

Bonds having a fair value of $16.1 million are pledged as collateral on a $10 million line of credit with a bank.
There were no borrowings on the line during 2005 and 2004.

See Note 6 for fair value basis of investments.

NOTE 5. DEFERRED POLICY ACQUISITION COSTS

Deferred policy acquisition costs are summarized as follows:

(in thousands) 2005 2004
Balance at beginning of year $ 119117  § 98,207
Additions:
Commissions 5,898 5,935
General expenses 8,808 9,308
Taxes, licenses and fees 74 72
- 14,780 15,315
Amortization ( 8,625) ( 813)
Valuation system reclassification to
premium receivables 37 7,708
Effect of unrealized investment losses (gains) 8,503 ( 1,300)
Balance at end of year $ 133812 § 119,117
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In 2005, the Company implemented new valuation software used to estimate insurance liability and DAC
balances in accordance with FAS 60 for its traditional life insurance and FAS 97 for its universal life and
deferred annuity products. The new valuation systems use more refined methods and calculations to
estimate these amounts. As part of the conversion to the new valuation system, estimated deferred net
DAC premiums on FAS 60 products, formerly part of the Premiums Receivable from Policyholders asset, are
now included as part of the DAC asset. In order to make prior period financial statements comparable, the
Company reclassified these estimated deferred net premiums of $7.7 million as of December 31, 2004, from
the Premiums Receivable from Policyholders asset to the DAC asset.

Annuity considerations collected in 2005 and 2004 were significantly lower than in 2003, resulting in a
decrease in commission amounts capitalized in DAC from 2003 levels. Additions to DAC relating to annuities
were $1.7 million, $1.4 million and $4.4 million in 2005, 2004 and 2003, respectively, as annuity premiums
for those years were $84.4 million, $78.6 million and $144.2 million.

During 2004, as required under FAS 97, Accounting and Reporting by Insurance Enterprises for Certain
Long-Duration Contracts and for Realized Gains and Losses from the Sale of Investments, the Company
unlocked certain assumptions used to determine DAC for its universal life and fixed annuity products. As a
result of unlocking these assumptions in 2004, the DAC asset was increased and the amortization of DAC
was decreased by $7.2 million. Approximately $4.8 million of this amount resulted from updating universal
life mortality assumptions, to best estimates, in light of substantially more favorable claims expectations than
originally reflected in the DAC amortization models. Another $1.9 million resulted from increasing the
interest-spread assumption on universal life policies to reflect anticipated investment earnings rates and
actual crediting practices in recent years.

NOTE 6. FAIR VALUE OF FINANCIAL INSTRUMENTS

Estimated fair value for financial instruments were determined from market information and if necessary from
quotations provided by broker-dealers or internally derived prices. Certain financial instruments, including
insurance contracts other than financial guarantees and investment contracts, are exempt from fair value
disclosure requirements. The following methods were used in estimating fair value.

Cash and cash equivalents: The carrying amounts approximate their fair value.

Fixed maturities and equity securities: For equity securities, fair values were based on quoted market
prices. For fixed maturities, fair values were obtained from independent pricing services. For the few
securities where an independent service provides no price, broker-dealer quotations or internally derived
prices are used.

Limited partnerships: Estimated fair market values of the limited partnerships are provided to the Company
by the general partner of that partnership.

Policy loans and real estate mortgage loans: For policy loans and real estate mortgage loans, carrying
value is representative of estimated fair value.

Trading assets and trading liabilities: The carrying value of these assets and liabilities arising in the
ordinary course of business approximates their fair values. :
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Annuity deposits: Included in this category are deferred annuity contracts. The Company retains the right
to change interest rates subject to a one-year guaranteed interest rate and a minimum interest rate provided
in the contract. To the extent that current market rates are below the guaranteed minimum interest rate, the
fair value of these contracts may exceed the carrying value. To the extent that surrender charges apply to
account balances, the fair value of these contracts may be below the carrying value. The carrying value of
these contracts totaled $720.5 million and $688.5 million as of December 31, 2005 and 2004, respectively,
while the estimated fair value of these contracts totaled $715.4 million and $698.0 million, respectively.

Annuity payouts: Included in this category are annuity contracts that the policyholder cannot surrender at
any time and for which the policyholder is locked into a benefit payment schedule for the duration of the
contract. These contracts provide benefits that are either guaranteed or contingent upon the survival of the
annuitant. Fair values of these contracts were estimated using discounted project cash flows based upon
U.S. Treasury spot rates. At December 31, 2005 and 2004, the carrying value of these contracts totaled
$300.2 million and $296.4 million, respectively, while the estimated fair value of these contracts totaled
$328.4 million and $327.7 million, respectively.

Universal life deposits: The Company retains the right to change interest rates on its universal life deposits
subject to minimum interest rates provided in the policy. The Company also retains the right to change the
expense and cost of insurance charges that are deducted from universal life deposits, subject to maximum
amounts provided in the policy. Therefore, the carrying value of these policies approximates their fair value.

NOTE 7. COMPREHENSIVE INCOME

The components of changes to comprehensive income for the years ended December 31 are as follows:

(in thousands) 2005 2004 2003
Unrealized holding (losses) gains arising

during period, net of offsets to

shadow deferred acquisition costs and life

contingent payout annuities (% 36269) $ 1,172 $ 34,448
Less: gains included in net income ( 317) ( 9,404) ( 13,176)
Net unrealized holding (losses) gains

arising during period, net of offsets to

shadow deferred acquisition costs and life

contingent payout annuities ( 36,586) ( 8,232) 21,272
Income tax benefit (liability) related to

unrealized (losses) gains 12,805 2881 ( 7,446)
Change in other comprehensive income, net of tax ($ 23781) ($ 5351) $ 13,826

The Company periodically verifies the adequacy of reserves as part of its loss recognition testing on two
bases: primary loss recognition (FAS 60 basis) and “shadow loss recognition” (FAS 115 basis). All reserves
were evaluated with no loss recognition required on a primary basis. However, the reserves for payout
annuities, including life contingencies, were deemed inadequate on a shadow loss recognition basis as of
December 31, 2005. No shadow basis adjustments were recorded on this block of business at December
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31, 2004 or 2003. The inadequacy at December 31, 2005 amounted to $3.0 million and arose from the
revaluation of assets on a current market value basis as prescribed for FAS 115. The shadow loss
recognition testing assumes that all asset unrealized gains and losses become realized and the proceeds
are reinvested at current yields. Discounted projected benefits using the current yields available on assets
produced a GAAP reserve of $3.0 million greater than the carried GAAP reserve for this block of business.

The impact of this adjustment, net of tax, is included in “Accumulated Other Comprehensive income” in
Shareholders’ Equity. As of December 31, 2005, the adjustment resulting from this change in unrealized
investment gains was $3.0 million. The amount charged to “Accumulated Other Comprehensive Income”
was $2.0 million, net of $1.0 million of deferred federal income tax.

The “Accumulated Other Comprehensive Income” balances reported in the Statements of Financial
Position of $15.5 million and $39.3 million as of December 31, 2005 and 2004, respectively, relate to the
unrealized appreciation of investments, net of taxes, deferred acquisition costs and life contingent payout
annuities.

NOTE 8. LIABILITY FOR UNPAID POLICY AND CONTRACT CLAIMS

Activity in the liability for unpaid policy and contract claims is as follows:

(in thousands) 2005 2004 2003
Balance at January 1 $ 3,153 $ 3,653 $ 2,362
Less reinsurance recoverables ( 1,497) ( 2106) ( 915)
Net balance at January 1 1,656 1,547 1,447
Total death claims incurred 19,333 17,558 15,197

Total death claims paid, net of reinsurance recoveries  ( 18,027) ( 17,449) ( 15,097)

Net balance at December 31 2,962 1,656 1,547
Plus reinsurance recoverables 2,905 1,497 2,106
Balance at December 31 $ 5,867 $ 3,153 $ 3,653
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NOTE 9. ANNUITY AND UNIVERSAL LIFE DEPOSITS

The Company offers, among other products, annuity and universal life insurance. The amount received
as deposits for each of the years ended December 31 are as follows:

(in thousands) 2005 2004 2003

Universal life $ 12,229 $ 12,374 $ 13,326

Annuity 84,430 78,57‘2 144,202
Total $ 96,659 $ 90,946 $ 157,528

See Note 11 for sales of annuity products to affiliates.

NOTE 10. FEDERAL INCOME TAXES

The provision for income taxes consists of the following for the years ended December 31:

(in thousands) 2005 2004 2003
Federal income taxes:
Currently due $ 9,216 $ 11,526 $ 13,118
Deferred ( 1,440) 4,134 1,700
Total $ 7,776 $ 15,660 $ 14,818

A reconciliation of the provision for income taxes with amounts determined by applying the statutory federal
income tax rates to pretax income is as follows:

(in thousands) 2005 2004 2003
Federal income taxes at statutory rates $ 8,510 $ 15,852 $ 16,557
Dividends received deduction and tax-exempt interest  ( 28) ( 1) ( 3)
Other " ( 706) ( 191) | 1,736)
Provision for federal income taxes $ 7,776 $ 15,660 $ 14,818

(1) In 2005, the Company adjusted its income tax liability to reflect the difference in the December 31, 2004 income tax
expense provision and the actual federal income tax return filed in September 2005. This adjustment decreased the tax
expense for the period by $0.7 million.

in 2003, the Company recorded an adjustment to deferred income taxes. Deferred tax liabilities established in previous years
to reflect potential income tax exposures were determined to be unnecessary and the amounts provided were reversed during
the year. The one-time non-cash reduction in deferred taxes of $1.3 million, increased earnings by $0.14 per share.

58




ERIE FAMILY LIFE INSURANCE COMPANY
NOTES TO FINANCIAL STATEMENTS

Temporary differences that give rise to deferred income tax assets and liabilities for the years ended
December 31 are as follows:

(in thousands) 2005 2004
Deferred tax assets:

Liability for future life and annuity policy benefits ($ 15537)($ 9464)
Write-down of investments ( 339) ( 509)
Deferred compensation ( 1,794) ( 1,462)
IRS audit adjustments of prior years ( 1,252) ( 1,252)
Total deferred tax assets ( 18,922) ( 12,687)
Deferred tax liabilities:
Deferred policy acquisition costs 42,634 38,284
Unrealized gains on investments 8,331 21,136
Other 1,778 1,333
Total deferred tax liabilities 52,743 60,753
Net deferred income tax liability $ 33,821 §$ 48,066

NOTE 11. RELATED PARTY TRANSACTIONS
Expense allocations

Allocations from EIC for operating expenses paid on behalf of the Company are made on a monthly basis.
The Company reimburses EIC when the expenses are paid. The amount of these cash settlements for the
Company totaled $30.7 million, $26.1 million and $23.6 million in 2005, 2004 and 2003, respectively.

The employees of the Company participate in the pension and other employee benefit plans of EIC. The
pension benefits are based on years of service and salary. Pension costs are funded by EIC in amounts
sufficient to at least meet ERISA minimum funding requirements. The Company, through EIC, also
participates in certain deferred compensation and supplemental pension plans for certain executive and
senior officers. The amounts recorded by the Company for the deferred compensation and supplemental
pension plan totaled $1.3 million in 2005 and $1.1 million in 2004 and 2003. These costs, which are settled in
cash to EIC as payments are made under these plans. The pension and related benefit costs allocated to the
Company from EIC equaled $0.7 million, $0.6 million and $0.2 million in 2005, 2004 and 2003, respectively.

In 2004, the Company established an agent bonus program. The bonus is calculated based on various factors
including levels of life commissions paid to an agency and an agency’s property/casualty insurance production
levels. The bonuses are paid to the agents by EIC. The Company in turn reimburses EIC. Cash payments to
EIC relating to these bonuses totaled $2.0 million in 2005. There were no payments relating to this bonus
program made to EIC in 2004.

Notes payable to affiliates

On December 30, 2005, the Company retired a $15 million surplus note due to EIC. Interest paid on this
note totaled $1.0 million in 2005, 2004 and 2003. The Company continues to hold a $25 million surplus note

59




ERIE FAMILY LIFE INSURANCE COMPANY
NOTES TO FINANCIAL STATEMENTS

outstanding to EIC. This surplus note bears an annual interest rate of 6.70% and is scheduled to be paid
semi-annually. The surplus note is payable on demand on or after December 31, 2018. Both principal and
interest payments were approved by the Pennsylvania Insurance Commissioner. Interest paid on this note
totaled $1.7 million in 2005 and 2004 and $0.6 million in 2003.

On December 30, 2005, the Company issued a $20 million surplus note to the Exchange. This surplus note
bears an annual interest rate of 6.26% and is scheduled to be paid semi-annually. The surplus note is
payable on demand on or after December 31, 2025. Both principal and interest payments are subject to
prior approval by the Pennsylvania Insurance Commissioner. There was no interest paid on this note in
2005.

Real estate

The Company owns certain real estate it leases to EIC. Rentals paid by EIC to the Company totaled $0.3
million each year in 2005, 2004 and 2003, respectively.

Future minimum rentals under this agreement are as follows:

Year ending

December 31 (in thousands)
2006 $ 337
2007 341
2008 114
Total $ 792

Software and equipment

EIC purchased certain software and equipment for use by the Company. Depreciation and applicable
interest are charged to the Company throughout the estimated usefutl life of the asset and is included in
general expenses. Depreciation and interest charged the Company in 2005, 2004 and 2003 amounted to
$0.7 million in each of the three years.

Annuities sold to affiliates

The Erie Insurance Group Retirement Plan for employees purchases from the Company individual annuities
for some terminated vested employees or beneficiaries receiving benefits. These are nonparticipating
annuity contracts under which the Company has unconditionally contracted to provide specified benefits to
beneficiaries in return for a fixed premium from the plan. Due to the low interest rate environment currently,
the Erie Insurance Group Retirement Plan for employees did not purchase any annuities from the Company
in 2005, 2004 or 2003. Annuity deposit balances outstanding relating to pension annuities sold to the Erie
Insurance Group Retirement Plan are $41.2 million and $43.0 million at December 31, 2005 and 2004,
respectively.

The Erie Insurance Group 401(k) plan for employees includes an investment option in a Company annuity.
Annuity deposits in 2005, 2004 and 2003 included $2.6 million, $2.3 million and $2.6 million, respectively, of
deposits on annuity contracts purchased by Erie Insurance Group employees through the 401(k) plan.

Annuity deposit balances outstanding relating to 401 (k) annuities sold to employees are $32.6 million and
$30.2 million at December 31, 2005 and 2004, respectively.

The Erie Insurance Group affiliated property and casualty insurance companies periodically purchase
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annuities from the Company in connection with the structured settlement of claims. Considerations recorded
as annuity deposits in the Statements of Financial Position from structured settlement annuities sold to
affiliated property/casualty companies of the Erie Insurance Group totaled $14.0 million, $20.5 million and
$20.9 million in 2005, 2004 and 2003, respectively. The reserves held for structured settlement annuities
sold to the affiliated property/casualty insurance companies equal $216.1 million and $213.7 million at
December 31, 2005 and 2004, respectively.

NOTE 12. REINSURANCE

The Company has entered into various reinsurance treaties for the purpose of mitigating risk in accordance
with Company guidelines. Reinsurance contracts do not relieve the Company from its obligations to
policyholders. Failure of reinsurers to honor their obligations could result in losses to the Company.
Management believes all of its reinsurance assets are collectible; therefore, no allowance has been
established for uncollectible amounts.

In 2004, the Company evaluated the net asset balance due from the Pennsylvania Employees Group Life
Insurance (PEGLI) pool. PEGLI is a voluntary reinsurance pool that provides reinsurance coverage to
primary insurers who insure Commonwealth of Pennsylvania employees upon their retirement. The
Company was a participant in this pool for a number of years. Beginning July 1, 2001, the Company
discontinued accepting new business from the PEGLI pool. The Company continued carrying a balance on
the Statement of Financial Position for its share of the assets and liabilities of the PEGLI pool prior to July 1,
2001, however, the Company’s inability to obtain reliable accounting information as to the Company’s share
of the pool assets and liabilities during 2004 raised concern over the recoverability of the net asset. During
the fourth quarter of 2004, management made the decision to write off the value of the PEGLI net asset and
a charge of $2.0 million, or $0.14 per share after taxes, was made to earnings. Management continues to
estimate in 2005 that no PEGLI net asset should be recorded by the Company.

Included in the reinsurance treaties are provisions for expense allowances to be provided to the Company
by the reinsurer. These allowances are intended to help offset policy acquisition and maintenance costs
incurred by the Company. The rate of reimbursement varies by plan and by reinsurer. These allowances are
considered in the amount capitalized as DAC. The Company putin place a new ceded arrangement for new
issues under certain of its Target Term plans as of January 1, 2005. This change did not have a material
impact on the 2005 financial results.

Effective July 1, 2005, the Company no longer issues new policies under its Target Term plans. These plans
have been replaced by a new term product, ERIE Flagship Term Plus, which the Company began offering in
August 2005. The Company’s retention limit is $0.3 million per life for individual coverage. For its ERIE
Flagship Term2, ERIE Target Term and Flagship Term Plus products, the Company has first dollar quota
share treaties with several unaffiliated reinsurers. The Company reinsures 50%, 75% and 90% of the ERIE
Flagship Term2, ERIE Flagship Term Plus and ERIE Target Term products, respectively, subject to the
Company’s $0.3 million retention limit. The Company’s most significant reinsurance relationship is with
Generali USA Reassurance Company (Generali), which reinsures a portion of the Company’s life and
accident and health business. Policy revenue ceded to Generali totaled $11.1 million, $10.3 million and $8.2
million for the years ended December 31, 2005, 2004 and 2003, respectively. At December 31, 2005 and
2004, the amount of in-force life insurance ceded to Generali totaled approximately $7.5 billion and $6.7
billion, respectively.
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Net life insurance in force as of December 31 is summarized as follows:

(in thousands) 2005 2004 2003

Direct life insurance in force $ 32,508,227 $ 30,086,967 $ 27,077,945
Amounts ceded to other companies (_ 14,460,521) (  12,478,433) ( 9,788,882)
Net in force $ 18,047,706 $ 17,608,534 $ 17,289,063

Sales of ERIE Fiagship Term Plus and ERIE Flagship Term2 continue to result in increased ceded
reinsurance balances. Total direct life insurance in force on these products, combined with the discontinued
ERIE Flagship Term and ERIE Target Term products, was $20.3 billion, $17.4 billion, and $13.9 billion in
2005, 2004, and 2003, respectively. Reinsurance ceded on these products totaled $13.6 billion, $11.6
billion, and $8.9 billion in 2005, 2004, and 2003, respectively.

The effect of ceded reinsurance to the financial statement lines contained in the Statements of
Operations is as follows:

(in thousands) 2005 2004 2003
Direct policy revenue $ 83,940 $ 79,035 $ 72,947
Policy revenue ceded ( 24,448) ( 22,487) ( 17,015)

Net policy revenue $ 59,492 $ 56,548 $ 55,932
Death benefits $ 28,771 $ 23,731 $ 19,933
Reinsurance recoveries ( 9,438) ( 6,173) ( 4,736)

Net death benefits $ 19,333 $ 17,558 $ 15,197
Increase in future life policy benefits $ 24,016 $ 15,927 $ 13,846
Reinsurance reserve credits ( 10,945) ( 8,662) { 6,635)

Net increase in future life policy benefits $ 13,071 $ 7,265 $ 7,211
Commissions $ 10,487 $ 10,035 $ 10,316
Reinsurance commission allowance ( 8,648) ( 8,814) ( 7,637)

Net commissions $ 1,839 $ 1,221 $ 2,679
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NOTE 13. SUPPLEMENTARY DATA ON CASH FLOWS

A reconciliation of net income to net cash provided by operating activities as presented in the
Statements of Cash Flows for the years ended December 31 is as follows:

(in thousands) 2005 2004 2003

Cash flows from operating activities
Net income $ 16,539 $ 29632 % 32,487
Adjustments to reconcile net income to net cash

provided by operating activities:

Amortization of deferred policy acquisition costs 8,625 813 7,477

Other amortization 876 984 790

Deferred federal income tax expense ( 1,440) 4,134 1,700

Realized gains on investments ( 317) | 9,404) ( 13,176)

Equity in earnings of limited partnerships ( 3,540) ( 2,116) ( 1,296)
Limited partnership distributions 9,235 5,036 7,965
Increase in premiums receivable ( 12) ( 532) ( 1,120)
(Increase) decrease in other receivables ( 124) ( 182) 1,351
Increase in accrued investment income ( 683) ( 943) ( 1,735)
Policy acquisition costs deferred ( 14,780) ( 15,315) ( 19,006)
(Increase) decrease in other assets ( 77) 2,538 69
Decrease in prepaid federal income taxes 516 1,194 692
Increase in reinsurance recoverables and reserve

credits ( 12,189) ( 8,229) ( 8,041)
Increase in future policy benefits and claims 26,731 15,427 15,296
Increase (decrease) in other policyholder funds 2,371 | 3,807) ( 4,479)
(Decrease) increase in reinsurance premium due ( 224) 706 283
Increase in accounts payable and due to affiliates 1,638 2,227 121
Net cash provided by operating activities $ 33145 % 22163 § 19,378

NOTE 14. COMMITMENTS AND CONTINGENCIES
Commitments

The Company has outstanding commitments to invest up to $22.5 million in limited partnerships at
December 31, 2005. These commitments will be funded as required through the end of the respective
investment periods, which typically span 3 to 5 years.

Contingencies

The Company is involved in litigation arising in the ordinary course of business. In the opinion of
management, the effects, if any, of such litigation are not expected to be material to the Company’s financial

63




ERIE FAMILY LIFE INSURANCE COMPANY
NOTES TO FINANCIAL STATEMENTS

condition, cash flows or operations.
NOTE 15. SEGMENT INFORMATION

The Company offers a range of products and services, but operates as one reportable life insurance
segment. The Company’s Traditional Life insurance line includes permanent life, endowment life, term life
and whole life policies. The Universal Life line includes all fixed universal life products sold by the Company.
Variable universal life products are not sold by the Company. The Fixed Annuities line includes fixed
ordinary deferred annuities, tax advantaged deferred annuities, annuities in pay-out and structured
settlements. Neither variable nor equity indexed annuity products are sold by the Company. The Group Life
and Other line includes group life insurance and disability income products. The Corporate Account includes
investment income earned from surplus not specifically allocable to any one product type. Investment-
related income is allocated based on the assumption that the fixed maturities and preferred stock portfolios
support the insurance product lines and the commaon stock, limited partnership and remaining fixed maturity
investments support the Corporate Account.

The 2005 benefits and expenses for the Traditional Life line include a $3.6 million charge related to the
implementation of a new FAS 60 valuation system. See Note 17 for further discussion on this charge. In
addition, the 2005 Traditional Life expenses include $0.6 million related to the development of the ERIE
Flagship Term Plus product.

The decrease in total expenses and benefits in 2004 for the Universal Life line was primarily due to a
decrease in amortization of deferred policy acquisition costs. This decrease was the result of the unlocking
of certain assumptions under FAS 97 as discussed in Notes 3 and 5. The total amount of the unlocking
adjustment made in 2004 for universal life products decreased the DAC amortization by $7.7 million.

The increase in Group Life and Other total expenses in 2004 was due to the $2.0 million charge related to
the write off of the PEGLI net assets as discussed previously in Note 12.

Traditional Universal Fixed Group Life  Corporate

(in thousands) Life Life Annuities & Other Account Total
2005
Total policy revenue, net of

reinsurance $ 42,095 $ 13,868 $ 1 $ 3528 § 0 $ 59,492
Total net investment and

other income 7,419 9,720 58,750 251 12,927 89,067
Net realized capital gains 27 34 214 1 41 317

Total revenues 49,541 23,622 58,965 3,780 12,968 148,876
Less: Total benefits and

expenses 46,601 20,050 53,917 3,681 312 124,561
Income before income

taxes $ 2,940 $ 3,572 3 5,048 $ 99 §$ 12,656 $ 24315
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Traditional Universal Fixed Group Life  Corporate

(in thousands) Life Life Annuities & Other Account Total
2004
Total policy revenue, net of

reinsurance $ 39,003 $ 14,181 $ 2 $ 3362 ¢ 0 $ 56,548
Total net investment and

other income 6,922 9,432 56,460 205 10,862 83,881
Net realized capital gains 810 995 6,583 25 991 9,404

Total revenues 46,735 24,608 63,045 3,592 11,853 149,833
Less: Total benefits and

expenses 37,767 8,630 52,595 5,239 310 104,541
Income before income taxes $ 8,968 $ 15,978 $ 10450 ($ 1647) $ 11,543 $ 45292
2003
Total policy revenue, net of

reinsurance $ 38,695 $ 13,350 $ 5 $ 3882 3 0 $ 55932
Total net investment and

other income 7,014 9,084 55,568 171 9,028 80,865
Net realized capital

gains 1,191 1,421 9,417 29 1,118 13,176

Total revenues 46,900 23,855 64,990 4,082 10,146 149,973
Less: Total benefits and

expenses 34,488 16,090 48,670 3,247 173 102,668
Income before income

taxes $ 12,412 $ 7,765 $ 16,320 $ 835 § 9,973 $ 47,305

NOTE 16. STATUTORY INFORMATION

The Company prepares its statutory financial statements in accordance with accounting practices prescribed
by the Pennsylvania Insurance Department. Prescribed Statutory Accounting Practices (SAP) include state
laws, regulations and general administrative rules, as well as a variety of publications from the National
Association of Insurance Commissioners (NAIC). Accounting principles used to prepare statutory financial
statements differ from financial statements prepared on the basis of generally accepted accounting

principles.
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A reconciliation of netincome as filed with regulatory authorities to net income reported in the accompanying
financial statements for the years ended December 31 is as follows:

(in thousands) 2005 2004 2003

Statutory net income $ 15,705 $ 20,524 $ 15404

Reconciling items:

Policy liabilities and accruals ( 2,107) 1,435 1,224
Cumulative effect of change in

accounting principle ( 2,000) 0 0
Deferred policy acquisition costs,

net of amortization 6,155 14,502 11,529
Investment valuation differences ( 1,457) 1,494 6,747
GAAP deferred taxes 1,440 ( 4,134) | 1,700)
Deferred and uncollected premiums  ( 1,719) ( 4,793) ( 1,764)
Limited partnership income 700 856 1,295
Other ( 178) ( 252) ( 248)

GAAP net income $ 16,539 $ 29632 $ 32,487

A reconciliation of shareholders’ equity as filed with regulatory authorities to shareholders’ equity reported in
the accompanying financial statements as of December 31 is as follows:

(in thousands) 2005 2004

Statutory shareholders' equity $ 147533 $ 136,021

Reconciling items:

Asset valuation and interest maintenance reserves 33,182 34,277
Investment valuation differences 34,076 75,932
Deferred policy acquisition costs 133,812 119,117
Surplus notes ( 45,000) ( 40,000)
Policy liabilities and accruals 15,175 20,283
Difference between statutory and GAAP deferred taxes ( 37,093) ( 50,276)
Deferred and uncollected premiums ( 26,955) ( 25,198)
Capitalized computer software, net of amortization 1,169 1,372
Other 71 0
GAAP shareholders’ equity $ 255,970 $ 271,528

The minimum statutory capital and surplus requirements under Pennsylvania law for stock life insurance
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companies (Section 386 of the PA Insurance Code) amounts to $1.6 million. The Company’s total statutory
capital and surplus well exceeded these minimum requirements.

The amount of dividends the Company can pay to its shareholders without the prior approval of the
Pennsylvania Insurance Commissioner is limited by statute to the greater of: (a) 10% of its statutory surplus
as regards policyholders as shown on its last annual statement on file with the commissioner, or (b) the net
income as reported for the period covered by such annual statement, but shall not include pro rata
distribution of any class of the insurer's own securities. Accordingly, the maximum dividend payout which
may be made in 2006 without prior Pennsylvania Commissioner approval is $15.7 million. Dividends
declared to shareholders totaled $8.3 million in 2005 and 2004.

Bonds having a carrying value of $2.1 million at December 31, 2005, were on deposit with various regulatory
authorities as required by law. The carrying value of these bonds are not material for separate disclosure on
the Company’s Statements of Financial Position and are included with fixed maturities.

NOTE 17. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

The following results are unaudited. In the opinion of the Company’s management, all adjustments—
consisting only of normal recurring accruals—necessary for a fair presentation of the interim periods
presented have been included.

(in thousands, except per share data) First Second Third Fourth
Quarter Quarter Quarter Quarter
2005
Total net policy revenue $ 14408 § 15554 § 14,902 $ 14,628
Net investment income 20,306 21,443 20,949 22,177
Net realized (losses) gains on investments ( 1,353) 1,514 267 112)
Equity in earnings (losses) of limited partnerships 604 3,085 ( 201) 53
Other income 177 191 126 158
Total revenues 34,142 41,787 36,043 36,904
Total benefits and expenses 28,682 31,741 32,427 31,711
Income before income taxes 5,460 10,046 3,616 5,193
Provision for federal income taxes 1,911 3,516 709 1,640
Net income $ 3549 § 6530 $§ 2907 $ 3,553
Net income per share $ 038 $ 069 § 031 § 0.37
Comprehensive (loss) income ($ 10,486) $ 20,648 ($ 13,234) ($ 4,170)
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(in thousands, except per share data) First Second Third Fourth
Quarter Quarter Quarter Quarter
2004
Total net policy revenue $ 13979 § 14625 $ 14277 $ 13,667
Net investment income 19,472 20,464 19,705 20,983
Net realized gains (losses) on investments 2,848 5,556 1,103 ( 104)
Equity in earnings of limited partnerships 155 712 203 1,047
Other income 318 238 203 382
Total revenues 36,772 41,595 35,491 35,975
Total benefits and expenses 26,316 21,728 27,874 28,624
Income before income taxes 10,456 19,867 7,617 7,351
Provision for federal income taxes 3,940 6,620 2,618 2,481
Net income $ 6,516 $ 13247 $ 4999 §$ 4,870
Net income per share $ 069 § 140 § 053 % 0.52
Comprehensive income (loss) $ 21482 ($ 27619) $ 25454 § 4,964
2005: In the first quarter of 2005, the Company recorded a charge to expenses of $0.7 million related to a correction of

2004:

an error in the determination of reinsurance reserve credits. The prior calculation method overstated the amount
of such credits for certain policy types due to an error in determining the inventory of policies qualifying for such
credits.

In the second quarter of 2005, the Company made a correction to record unrealized gains and losses on limited
partnerships in the equity in earnings of limited partnerships previously recorded in shareholders’ equity in the
Statements of Operations. This correction increased pretax income by $1.2 million, or $0.13 per share.
Included in the pretax adjustment was $1.0 million related to 2005 and $0.2 million related to 2004 and prior
years.

During the third and fourth quarter of 2005, the Company updated the valuation software it uses to estimate
insurance liability and DAC balances for its traditional life insurance, universal life and deferred annuity
products. This new valuation system uses more refined methods and calculations to estimate these amounts.
Differences in liability and DAC estimates between the new and old valuation systems, determined to be
changes in accounting estimates, resulted in a $4.5 million pretax charge to the Company, or $0.31 per share
after taxes. Differences determined to be a correction of errors resulted in a $2.0 million increase to pretax
income, or $0.14 per share after taxes. The adjustments are reflected above as a $3.5 million increase in the
third quarter 2005 benefits and expenses and a $1.0 million decrease in the fourth quarter 2005 benefits and
expenses.

During the second quarter, the Company unlocked certain assumptions related to the determination of DAC for
its universal life and fixed annuities. As a result of unlocking these assumptions, amortization of DAC was
decreased by $6.5 million in the second quarter. See Note 12 for a discussion on the charge against income
during the fourth quarter of 2004 relating to the PEGLI pool.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

As of December 31, 2005, the Company carried out an evaluation, under the supervision and with the
participation of Company management, including its Chief Executive Officer (CEQ) and Chief Financial
Officer (CFO), of the effectiveness of the design and operation of the Company’s disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e)). Based on the evaluation, the Company’s Chief
Executive Officer and Chief Financial Officer concluded that the Company’s disclosure controls and
procedures are effective for gathering, analyzing and disclosing the information the Company is required to
disclose in the reports it files under the Securities Exchange Act of 1934, within the time periods specified in
the Securities and Exchange Commission’s rules and forms.

Changes in Internal Control Over Financial Reporting

Inits Form 10-K/A, Amended Annual Report for 2004, the Company identified a weakness in internal control
in the course of evaluating its procedures and controls over actuarially determined amounts and
disclosures. The Company also concluded it did not have sufficient qualified actuarial resources to assure
timely review and detection of errors in actuarially determined information. The Company’s independent
registered public accounting firm, Ernst & Young LLP, in conjunction with its audit of the Company’s 2004
financial statements, characterized this weakness as a material weakness, as defined under standards
established by the Public Company Accounting Oversight Board (United States), which they have
communicated to the CEO and CFO and the Audit Committee of the Board of Directors during its 2004 audit.

The Company has remediated this weakness in internal control during 2005. Three additional life actuarial
resources were hired to assist in the preparation and review of actuarially determined information. The
actuarial department has completed mortality, lapse and expense studies and incorporated findings from
those studies into actuarial assumptions and the Company's financiat statements. New valuation systems
for estimating actuarially determined amounts and disclosures, including policy reserves and deferred
acquisition costs, were implemented to replace older valuation systems. The new systems added flexibility,
controls, and up-to-date computational capabilities. Additional procedures for analyzing and validating such
actuarially determined amounts were also implemented to increase the likelihood that any errors in
actuarially determined information would be detected in a timely fashion.

ITEM 9B. OTHER INFORMATION

There was no information required 1o be disclosed in a report on Form 8-K during the fourth quarter of the
year that has not been reported.
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Part IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(1) The following financial statements of the Company and the reports of independent certified public
accountants are incorporated herein by reference to ltem 8 of this Form 10-K.

Reports of Independent Registered Public Accounting Firms

Statements of Financial Position - December 31, 2005 and 2004

Statements of Operations for the years ended December 31, 2005, 2004 and 2003
Statements of Cash Flows for the years ended December 31, 2005, 2004 and 2003
Statements of Shareholders' Equity for the years ended December 31, 2005, 2004 and 2003
Notes to Financial Statements

(2) The following financial statement schedules are included herein:

Page
Schedule | - Summary of Investments Other Than
Investments in Related Parties 72
Schedule Ili - Supplementary Insurance Information 73
Schedule IV - Reinsurance 75

All other schedules for which provision is made in the applicable accounting regulation of the
Securities and Exchange Commission are not required under the related instructions or are
inapplicable, and therefore, have been omitted.

(3) Exhibits
See Exhibit Index on Page 76 hereof.

All exhibits for which provision is made in the applicable accounting regulations of the Securities
and Exchange Commission are not required under the related instructions or are inapplicable, and
therefore, have been omitted.
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SCHEDULE | - SUMMARY OF INVESTMENTS OTHER THAN INVESTMENTS IN RELATED PARTIES

December 31, 2005

Amount at
Cost or which
Amortized Market Shown in the

Type of Investment Cost Value Balance Sheet
Fixed Maturities Available-for-Sale (in thousands)

U.S. Treasuries and Government Agencies $ 37,091 $ 37,195 § 37,195
Public Utilities 183,441 188,932 188,932
U.S. Banks, Trusts, and Insurance Companies 232,128 237,235 237,235
U.S. Industrial and Miscellaneous 562,747 574,672 574,672
Mortgage-Backed Securities 155,603 155,756 155,756
Asset-Backed Securities 15,862 15,801 15,801
Foreign Governments 3,970 4,195 4,195
Foreign Banks, Trusts, and Insurance Companies 50,504 50,552 50,552
Foreign Industrial and Miscellaneous 105,300 110,727 110,727
Foreign Public Utilities 3,000 3,002 3,002

Total Fixed Maturities Available-for-Sale - $§ 1349646 § 1,378,067 3 1,378,067

Equity Securities

Nonredeemable Preferred Stocks:

U.S. Banks, Trusts, and Insurance Companies $ 33,909 $ 35693 % 35,693
U.S. Industrial and Miscellaneous 20,801 22,292 22,292
Foreign Banks, Trusts and Insurance Companies 21,180 22,681 22,681
Foreign Industrial and Miscellaneous 3,000 3,879 3,879

Total Equity Securities $ 78,890 § 84545 $ 84,545
Limited Partnerships $ 15,341 § 16,671 $ 16,671
Mortgage Loans 5,930 5,930 5,930
Real Estate Investment Property 1,219 1,219 1,219
Policy Loans 11,667 11,667 11,667

Total Investments $ 1462693 $ 1,498,099 3 1,498,099
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SCHEDULE Il - SUPPLEMENTARY INSURANCE INFORMATION

At December 31
Deferred Future
Policy Policy Other
Acquisition Benefits & Unearned Policy
Segment Costs Deposits Premium Claims
(in thousands)
2005 _
Ordinary Life Insurance $ 121,966  § 320,247 § 310 $ 5,205
Accident & Health 0 952 0 0
Group Life & Other 0 4,145 6 662
Annuities 11,846 1,021,442 0 0
Corporate 0 0 0 0
Total $ 133812 $ 1,346,786 § 316 $ 5,867
2004
Ordinary Life Insurance $ 115,529  § 283,861 9§ 310§ 2,866
Accident & Health 0 766 0 0
Group Life & Other 0 3,580 6 287
Annuities 3,588 984,870 0 0
Corporate 0 0 0 0
Total $ 119117 $§ 1,273,077 $ 316 $ 3,153
2003
Ordinary Life Insurance $ 91,328 $ 255843  $ 251 $ 3,406
Accident & Health 0 338 0 0
Group Life & Other 0 2,908 5 247
Annuities 6,879 932,553 0 0
Corporate 0 0 0 0
Total $ 98207 $ 1191642 $ 256§ 3,653

In 2005, the Company implemented new valuation software used to estimate insurance liability and DAC
balances in accordance with FAS 60 for its traditional life insurance and FAS 97 for its universal life and
deferred annuity products. As part of the conversion to the new valuation system, estimated deferred net
DAC premiums on FAS 60 products, formerly part of the Premiums Receivable from Policyholders asset,
are now included as part of the DAC asset. In order to make prior period financial statements comparable,
the Company reclassified these estimated deferred net premiums, $7.7 million as of December 31, 2004,

from the Premiums Receivable from Policyholders asset to the DAC asset.
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SCHEDULE [il - SUPPLEMENTARY INSURANCE INFORMATION

For the Years Ended December 31,

Amortization
Net Benefits, of Deferred
Policy Investment Claims Acquisition Operating
Segment Revenues (a) Income (b) & Losses Costs Expenses
(in thousands)
2005
Ordinary Life Insurance ~ $ 55963 S 15980 $ 38425 $ 8215 $ 20,011
Accident & Health 317 24 182 0 240
Group Life & Other 3,211 216 2,884 0 375
Annuities 1 56,116 44,916 410 8,591
Corporate 0 12,539 0 0 312
Total $ 59492 $ 84,875 $ 86,407 $ 8625 $ 29529
2004
Ordinary Life Insurance ~ $ 53184 $ 15017 $ 30964 ($ 2,026) $ 17,459
Accident & Health 299 16 274 0 297
Group Life & Other 3,063 185 4,275 0 393
Annuities 2 54,774 44,209 2,839 5,547
Corporate 0 10,632 0 0 310
Total $ 56548 $ 80624 $ 79722 $ 813 $ 24,006
2003
Ordinary Life Insurance ~ $ 52045 $ 15128 $ 27906 $ 5597 $ 17,075
Accident & Health 254 8 123 0 150
Group Life & Other 3,628 161 2,670 0 304
Annuities 5 54,528 42,109 1,880 4,681
Corporate 0 8,900 0 0 173
Total $ 55932 $§ 78725 $ 72808 $ 7477 $ 22383

(a) Net of reinsurance ceded

(b) Netinvestment income is allocated based on average reserves
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SCHEDULE IV - REINSURANCE

Ceded to
Gross Other Net
Amount Companies Amount
(in thousands)
December 31, 2005
Life insurance in force $ 32,508,227 14,460,521 18,047,706
Premiums for the year:
Life Insurance 80,111 24,148 55,963
Annuities 1 0 1
Accident & Health 617 300 317
Group Life & Other 3,211 0 3,211
Total Premiums $ 83,940 24,448 59,492
December 31, 2004
Life insurance in force $ 30,086,967 12,478,433 17,608,534
Premiums for the year:
Life insurance 75,367 22,184 53,183
Annuities 2 0 2
Accident & Health 602 303 299
Group Life & Other 3,064 0 3,064
Total Premiums $ 79,035 22,487 56,548
December 31, 2003
Life insurance in force $ 27,077,945 9,788,882 17,289,063
Premiums for the year:
Life Insurance 68,777 16,732 52,045
Annuities 5 0 5
Accident & Health 537 283 254
Group Life & Other 3,628 0 3,628
Total Premiums $ 72,947 17,015 55,932

The Company has no assumed reinsurance.
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Addendum to Employment Agreement effective December 12, 2003
by and between Erie Indemnity Company and Michael J. Krahe

Addendum to Employment Agreement effective December 12, 2003
by and between Erie Indemnity Company and Thomas B. Morgan

Insurance bonus agreement effective December 23, 2003 by
and between Erie Indemnity Company and Jeffrey A. Ludrof

Insurance bonus agreement effective December 23, 2003 by
and between Erie Indemnity Company and Jeffrey A. Ludrof

Insurance bonus agreement effective December 23, 2003 by
and between Erie Indemnity Company and Jan R. Van Gorder

Insurance bonus agreement effective December 23, 2003 by
and between Erie Indemnity Company and Philip A. Garcia

Insurance bonus agreement effective December 23, 2003 by
and between Erie Indemnity Company and John J. Brinling, Jr.
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EXHIBIT INDEX
(Pursuant to ltem 601 of Regulation S-K)

Sequentially

Exhibit Numbered
Number Description of Exhibit Page
14* Code of Conduct
311 Certification of Chief Executive Officer Pursuant to Section 302 of the

Sarbanes-Oxley Act of 2002 96
31.2 Certification of Chief Financial Officer Pursuant to Section 302 of the

Sarbanes-Oxley Act of 2002 97
32 Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to

*%

Section 906 of the Sarbanes - Oxley Act of 2002 98

Such exhibit is incorporated by reference to the like titled exhibit in the Registrant’s Original Form
10-K Annual Report for the year ended December 31, 2003 that was filed with the Commission on
March 8, 2004.

Such exhibit is incorporated by reference to the like titled exhibit in the Registrant’s Original Form

10-K Annual Report for the year ended December 31, 2004 that was filed with the Commission on
February 24, 2005.
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Executive and Senior Officers

Jeffrey A. Ludrof, (PCU, AIC, CIC, LUTCF
President and Chief Executive Officer

Jan R. Van Gorder, Esq.
Senior Executive Vice President, Secretary and
General Counsel

John J. Brinling Jr., CPCU
Executive Vice President

Philip A. Garcia, CPA, FLMI, ACS
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Board of Directors
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Advisory Board Member, Sapiens International; Former
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Executive Officer (CED), Inreon; Former Chairman of the
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First efected 2003
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First elected 2003
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First elected 2003
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President and Chief Executive Officer, P.G. Corbin Asset
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First elected 2000
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Timothy G. NeCastro, CPA
Senior Vice President and Controller
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Senior Vice President, Treasurer and Chief
Investment Officer

Rodney A. Keefer, FSA, MAAA, FLMI
Vice President, Life Actuarial

Jay V. Mauri, FLMI, FALU, CLU
Vice President, Life Underwriting Services

John R. Graham'-%5¢

Executive-in-Residence and Professor of Finance, College
of Business Administration, Kansas State University;
Chairman of the Board of Directors, President and Chief
Executive Officer ((EO), Graham Capital Management, Inc,;
Owner, Graham Ventures; Former Chief Executive Officer,
Kansas Farm Bureau (KFB) Services, Inc., KFB Life Insurance
Company, Farm Bureau Mutual Insurance Company, KFB
Insurance Company and FB Services Insurance Agency, inc;
Chairman of the Board and CEO, FB Capital Management
of Kansas

First elected 2003

Susan Hirt Hagen' >¢
Co-Trustee of H.0. Hirt Trust
First elected 1980

Jonathan Hirt Hagen®
Vice Chairman, Custom Group [ndustries
First elected 2005

(. Scott Hartz" % 67¢

Senior Managing Director, SCIUS Capital Group LLC; Chief
Executive Officer (CEQ), Hartz Group; Former CEQ, Pw(
Consulting; Director, The Wharton School Graduate Executive
Board and the World Affairs Counsel

First elected 2003

Form 10-K Requests

Erie Family Life Insurance submits an Annual Report to the
Securities and Exchange Commission (SEC) on Form 10-K.
Shareholders may obtain a copy of the Form 10-K report
without charge by writing to the Chief Financial Officer,
Erie Family Life Insurance, 100 Erie Insurance Place, Erie,
PA 16530, or by visiting the Company’s Web site at www.
erieinsurance.com.

Stock Transfer Information

American Stock Transfer & Trust Company
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New York, NY 10038

(800) 937-5449

Bruno Pisano
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Ernest Beccaris, CPA, FLMI, CDP, (SP
Assistant Vice President, Life Policy Administration

William A. Williams, ChF(, CLU, CPCU, LUTCF
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and Compliance

F. William Hirt, CPCU'C>
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Committee; Chairman of the Company, Erie Family Life
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President and Chief Executive Officer of the Company

First elected 1965
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Dean, Belk College of Business Administration, University of
North Carolina at Charlotte

First efected 2000
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President and Chief Executive Officer of the Company, Erie
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Service Professor, Carnegie Meiton University
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Medical Director
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Annual Meeting of Shareholders

The Annual Meeting of Shareholders will be held
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Independent Registered
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Ernst & Young LLP

1300 Huntington Building
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Web Address
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